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REVIEW  OF  THE  BURLEY  TOBACCO 

PROGRAM 


FRIDAY,  OCTOBER  29,  1993 

House  of  Representatives, 
Subcommittee  on  Specialty  Crops 

AND  Natural  Resources, 
Committee  on  Agriculture, 

Lexington,  KY. 

The  subcommittee  met,  pursuant  to  call,  at  10:30  a.m.,  in  the 
Seay  Auditorium,  Agriculture  Science  Center  Building-North,  Uni- 
versity of  Kentucky,  Lexington,  KY,  Hon.  Charlie  Rose  (chairman 
of  the  subcommittee)  presiding. 

Present:  Representative  Baesler. 

Staff  present:  Keith  Pitts. 

OPENING  STATEMENT  OF  HON.  CHARLIE  ROSE,  A  REP- 
RESENTATIVE IN  CONGRESS  FROM  THE  STATE  OF  NORTH 
CAROLINA 

Mr.  Rose.  The  Specialty  Crops  and  Natural  Resources  Sub- 
committee of  the  House  Agriculture  Committee  will  please  come  to 
order. 

The  reason  that  we  are  here  today,  it  says  on  my  official  state- 
ment, is  to  review  the  Burley  tobacco  program  and  the  1993  Burley 
tobacco  market.  But  the  real  reason  I  am  here  is  because  your  Con- 
gressman Scotty  Baesler  asked  me  to  come  here  and  to  review  this. 
I  am  very  delighted.  Congressman,  to  be  in  your  district.  You  have 
sent  us  a  Congressman  who  came  to  town  without  need  of  a  whole 
lot  of  training.  In  other  words,  he  came  with  a  lawyer's  back- 
ground, knowing  how  to  separate  the  wheat  from  the  chaff  pretty 
quickly  and  he  has  been  a  real  asset  to  the  Tobacco  Subcommittee. 
And  with  his  help,  we  will  keep  tobacco  a  strong  commodity  for 
both  my  State  of  North  Carolina  and  for  your  State  of  Kentucky. 

Before  I  introduce  the  first  panel,  I  would  like  to  recognize  Con- 
gressman Scotty  Baesler  for  any  comments  he  would  like  to  make. 

Mr.  Baesler.  Mr.  Chairman,  the  only  comment  I  would  like  to 
make  is  to  thank  you  for  coming  and  we  appreciate  you  holding 
this  meeting  here  because  tobacco  is  very  important  to  us,  as  you 
know,  as  it  is  in  your  State  of  North  Carolina,  and  I  am  anxious 
to  hear  what  the  panels  have  to  say. 

Mr.  Rose.  Thank  you,  sir. 

Our  first  panel  is  the  Honorable  Dallas  R.  Smith,  the  Deputy 
Under  Secretary,  International  Affairs  and  Commodity  Programs 
for  the  U.S.  Department  of  Agriculture,  Washington,  DC.  Along 
with  him,  Mr.  Jack  Forlines,  the  Acting  Director  of  Tobacco  and 
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Peanuts  Division,  ASCS,  Department  of  Agriculture,  Washington, 
DC;  and  Dr.  Robert  Miller,  Director  of  Tobacco  and  Peanuts  Analy- 
sis Division,  ASCS,  U.S.  Department  of  Agriculture,  Washington, 
DC;  and  Mr.  Larry  Hopkins,  who  you  all  know.  Director  of  the  To- 
bacco Division  of  the  Agricultural  Marketing  Service,  U.S.  Depart- 
ment of  Agriculture,  Washington,  DC;  and  finally.  Dr.  William  M. 
Snell,  assistant  extension  professor,  department  of  agricultural  eco- 
nomics. University  of  Kentucky,  Lexington,  KY;  and  Mr.  Lawrence 
Newman,  the  regional  director,  Ag  Marketing  Service,  Tobacco 
Grading  Service  of  Brooksville,  Kentucky,  is  also  here  accompany- 
ing Mr.  Larry  Hopkins. 

I  think  Deputy  Secretary  Smith  has  a  statement,  and  then,  I  be- 
lieve Dr.  Snell  also  has  a  prepared  statement.  Mr.  Secretary,  if  you 
will  proceed.  We  will  be  glad  and  pleased  to  hear  from  you,  sir. 

STATEMENT  OF  DALLAS  R.  SMITH,  DEPUTY  UNDER  SEC- 
RETARY, INTERNATIONAL  AFFAIRS  AND  COMMODITY  PRO- 
GRAMS, U.S.  DEPARTMENT  OF  AGRICULTURE,  ACCOM- 
PANIED BY  JACK  FORLINES,  ACTING  DIRECTOR,  TOBACCO 
AND  PEANUTS  DIVISION,  ASCS;  ROBERT  MILLER,  DIRECTOR, 
TOBACCO  AND  PEANUTS  ANALYSIS  DIVISION,  ASCS;  AND 
LARRY  HOPKINS,  DIRECTOR,  TOBACCO  DIVISION,  AMS 

Mr.  Smith.  Thank  you,  Mr.  Chairman  and  Congressmgin  Baesler, 
It  is  indeed  a  pleasure  for  me  to  be  back  here  in  Lexington,  Ken- 
tucky, talking  about  one  of  my  favorite  subjects,  and  that  is  the  to- 
bacco program. 

Members  of  the  subcommittee,  I  am  here  today  to  discuss  the  dif- 
ferent issues  as  they  relate  to  the  tobacco  price  support  program. 
I  have  with  me  Jack  Forlines,  who  has  been  previously  introduced 
as  Acting  Director  of  the  Tobacco  and  Peanuts  Division  of  ASCS; 
also.  Dr.  Robert  Miller,  who  is  Director  of  the  ASCS  Tobacco  and 
Peanuts  Analysis  Division;  and  also,  Mr.  Larry  Hopkins,  who  is  Di- 
rector, Tobacco  Division  of  AMS,  who  will  assist  me  in  answering 
any  questions  that  you  may  have  at  the  end  of  my  prepared  re- 
marks. 

Tobacco  has  continued  its  positive  contribution  to  the  U.S.  trade 
balance  during  the  first  8  months  of  1993.  Exports  surpassed  im- 
ports by  $2.45  billion  during  the  January-August  1993,  period.  Un- 
manufactured tobacco  contributed  $921  million  and  tobacco  prod- 
ucts added  an  additional  $3.54  billion  in  export  earnings.  Cigarette 
exports  during  the  period  totaled  $2.41  billion.  Burley  tobacco  ac- 
counted for  over  $341  million  of  the  unmanufactured  tobacco  ship- 
ments. Flue-cured  and  Fire-cured  tobacco  added  $464  million  and 
$30  million,  respectively.  Now  the  estimated  farm-sales- weight 
equivalent  of  the  Burley  tobacco  exported  is  152.7  million  pounds. 

I  want  to  identify  a  number  of  forces  of  change  with  the  potential 
to  impact  on  tobacco  industry  and  potential  impacts  on  various  sec- 
tors of  the  industry.  At  the  sector  level,  a  force  of  change  impacts 
one  or  more  of  the  determinants  of  income;  that  is,  price,  average 
cost  of  production  or  quantity  produced  and  sold.  These  impacts 
generate  structural  changes  as  measured  by  the  number  and  size 
of  individuals  and  entities  in  the  sector  and  location  of  the  activity. 

Each  force  of  change  will  exert  unique  impacts  upon  the  struc- 
ture of  the  industry.  In  some  cases,  the  influence  upon  an  income 


determinant  is  predictable,  while  with  others,  the  effect,  such  as  in- 
cidence, direction  and  magnitude,  is  not  readily  discernible. 

Two  major  items  in  this  area  are  the  minimum  domestic  tobacco 
content  law,  with  regard  to  U.S.  manufactured  cigarettes  and 
changes  in  Federal  and  potentially  State  excise  tax  rates. 

Other  forces  are  the  rising  budget  deficit;  the  adoption  of  "no 
smoking"  areas  and  declining  social  acceptance  of  cigarette  smok- 
ing, and  the  continued  erosion  of  U.S.  market  shares  to  low-cost 
foreign  grown  tobacco.  My  statement  today  will  concentrate  on  the 
minimum  domestic  content  law. 

As  you  know,  Mr.  Chairman,  the  Flue-cured  market  has  experi- 
enced weak  demand  with  a  large  quantity  of  tobacco  being  taken 
by  the  Flue-Cured  Stabilization  Corporation.  There  are  several  fac- 
tors involved.  We  understand  the  quality  of  the  1993  crop  is  consid- 
erably below  average.  Furthermore,  the  U.S.  manufacturers  face  a 
great  deal  of  uncertainty  about  the  future  of  Federal  and  State  ex- 
cise taxes  and  are  trying  to  determine  their  options  under  the  mini- 
mum domestic  content  law. 

Through  October  21,  most  of  the  1993  Flue-cured  crop  had  been 
sold  at  an  average  of  $1.68  per  pound,  4  cents  below  a  year  ago. 
Loan  receipts  present  one-fifth  of  the  crop  and  have  reached  the 
highest  amount  since  1983.  We  cannot  tell  whether  or  not  some  of 
these  same  conditions  will  occur  for  Burley  tobacco  when  the  Bur- 
ley  market  opens  next  month. 

The  1993  Budget  Reconciliation  Law,  enacted  August  10,  amend- 
ed the  Agricultural  Adjustment  Act  of  1938  to  provide  a  75  percent 
level  of  use  of  U.S. -grown  tobacco  in  cigarettes  produced  in  this 
country.  This  is  commonly  known  as  the  Ford  amendment.  Cur- 
rently, about  40  percent  of  the  tobacco  used  in  domestically  pro- 
duced cigarettes  is  imported.  Thus,  to  comply  with  the  new  law, 
manufacturers  will  have  to  sharply  reduce  the  amount  of  imported 
tobacco  share  in  their  blends.  As  multinational  firms,  manufactur- 
ers could  shift  some  portion  of  their  output  to  overseas  factories. 

These  1993  amendments  require  U.S.  domestic  manufacturers  of 
cigarettes  to  certify  annually  to  the  Secretary  of  Agriculture  the 
percentage  of  U.S. -produced  tobacco  in  the  total  quantity  of  tobacco 
used  by  domestic  manufacturers  to  produce  cigarettes  during  the 
calendar  year.  Affected  manufacturers  who  exceed  the  25  percent 
foreign  content  limitation  or  who  do  not  certify  the  percentage  of 
foreign  content  used  will  be  required  to  pay  a  nonrefundable  mar- 
keting assessment  to  the  Comrhodity  Credit  Corporation,  In  addi- 
tion, affected  manufacturers  who  exceed  the  25  percent  limit  must 
purchase  U.S.  tobacco  in  equal  amounts  between  Flue-cured  and 
Burley — from  domestic  producer-owned  cooperative  marketing  as- 
sociations in  an  amount  equal  to  the  quantity  of  imported  tobacco 
that  was  used  in  excess  of  the  25  percent  limit.  Failure  to  purchase 
the  required  amount  of  tobacco  from  the  associations  can  result  in 
a  penalty  assessment  equal  to  75  percent  of  the  average  market 
price  for  the  respective  type  of  tobacco  for  the  total  purchase  short- 
age. 

The  United  States  and  virtually  all  of  our  trading  partners  are 
contracting  parties  to  the  General  Agreement  on  Tariffs  and 
Trade — commonly  called  GATT.  Under  GATT,  countries  may  re- 
quest consultation  and  dispute  settlement  proceedings  if  they  be- 


lieve  another  country  has  taken  any  action  in  which  there  is  a  vio- 
lation of  GATT.  Subsequent  to  the  enactment  of  the  legislation, 
leading  suppliers  of  tobacco  to  the  United  States  formally  requested 
a  consultation  under  GATT  to  review  the  consistency  of  the  Ford 
amendment  with  our  international  obligations.  The  initial  consulta- 
tions were  held  on  October  4,  and  the  United  States  is  in  the  proc- 
ess of  preparing  an  official  response  to  questions  raised  during  the 
consultation.  At  the  end  of  these  consultations,  these  countries  may 
request  that  the  United  States'  action  be  examined  by  a  GATT 
panel  of  experts.  If  a  GATT  panel  were  to  find  the  measure  incon- 
sistent with  the  GATT,  the  United  States  would  be  requested  to 
take  corrective  action. 

The  Department  is  currently  developing  proposed  rules  for  imple- 
menting the  domestic  content  requirements  of  the  domestically  pro- 
duced cigarettes  and  to  impose  assessments  on  imported  tobacco. 
The  proposed  rules  will  be  published  in  the  Federal  Register  and 
the  public  will  be  afforded  an  opportunity  to  comment  before  a  final 
regulation  is  published. 

With  excess  supplies,  Flue-cured  and  Burley  marketing  quotas 
are  both  likely  to  decline  the  full  10  percent  in  1994.  Beyond  next 
year,  the  path  of  U.S.  production  depends  on  the  changes  in  the 
Federal  cigarette  excise  taxes.  State  and  local  taxes,  and  the  mar- 
gins of  U.S.  cigarette  manufacturers,  as  well  as  whether  or  not 
U.S.  firms  move  any  of  their  processing  facilities  overseas.  Restric- 
tions on  where  people  can  smoke  will  probably  grow  and  the  social 
acceptability  of  smoking  will  probably  decline  further.  In  addition, 
the  U.S.  industry  faces  stiff  competition  from  foreign  tobacco  grow- 
ers in  supplying  the  world  leaf  supplies. 

Mr.  Chairman,  this  gives  a  brief  overview  of  where  we  are,  on 
tobacco  currently. 

We  will  be  glad  to  respond  to  any  questions. 

[The  prepared  statement  of  Mr.  Smith  appears  at  the  conclusion 
of  the  hearing.] 

Mr.  Rose.  Thank  you  very  much.  I  do  not  believe  Mr.  Forlines, 
Mr.  Miller,  or  Mr.  Hopkins  have  prepared  statements,  but  they  are 
prepared  to  answer  questions? 

Mr.  Smith.  Yes,  sir. 

Mr.  Rose.  But,  Dr.  Snell,  you  do  have  some  prepared  comments? 

Mr.  Snell.  Yes,  sir. 

Mr.  Rose.  Before  I  go  to  you,  let  me  ask  Secretary  Smith — you 
are  aware  that  in  the  budget  reconciliation  package  that  we  did 
some  other  things — there  were  other  tobacco-related  provisions  con- 
cerning no-net  cost  assessments,  foreign  leaf  inspection,  did  you 
cover  all  of  those? 

Mr.  Smith.  No,  sir.  Some  of  those  would  be  administered  by  AMS 
in  terms  of  the  inspection  fee,  equalizing  the  inspection  fee  on  im- 
ported tobacco  with  what  is  done  domestically.  And  yes,  there  were 
fees  to  be  charged  on  imported  tobacco  similar  to  our  no-net  cost 
fee  and  also  our  budget  deficit  fee.  And  Mr.  Forlines  may  have 
some  additional  comments  on  that. 

Mr.  Rose.  We  have  also  put  in  place  a  10  percent  cut  limit  for 
Burley  and  Flue-cured  quotas. 

Mr.  Smith.  Yes,  sir.  And  that  10  percent  is  likely  to  minimize  the 
amount  of  cut  that  will  take  place  in  the  1994  crop. 


Mr.  Rose.  In  other  words,  under  the  old  law,  we  had  said  that 
the  quota  cut  could  only  be  10  percent  for  a  certain  number  of 
years.  But,  we  have  extended  that  for  5  years  in  this  5-year  budget 
package. 

Mr.  Smith.  No,  sir.  It  is  my  understanding  that  it  was  extended 
for  one  additional  year  under  the  budget  package  to  the  Secretary. 
But  it  is  left  up  to  the  Secretary,  given  the  supply-use  situation  as 
to  whether  it  could  be  extended  beyond 

Mr.  Rose.  Beyond.  OK. 

Now,  the  rule  that  you  mentioned  about  public  comment.  Public 
comment  time  will  be  allowed  to  comment  on  what?  The  regula- 
tions you  will  propose  for  the  domestic  content? 

Mr.  Smith.  Yes,  sir.  In  implementing  the  domestic  content  provi- 
sions, as  well  as  the  methods  that  we  will  use  to  implement  the 
assessments  would  be  open  for  public  comment  on  the  procedures 
to  be  followed. 

Mr.  Rose.  When  will  that  be  sent  out? 

Mr.  FORLINES.  We  have  started  the  initial  clearance  of  the  regu- 
lations that  would  deal  with  the  domestic  content  and  hope  to  be 
able  to  start  the  clearance  on  the  regulations  dealing  with  the  as- 
sessments within  the  next  few  days.  So  it  depends  on  how  fast  we 
can  get 

Mr.  Rose.  So  you  are  working  to  have  the  regulation  in  place  by 
the  first  of  the  year? 

Mr.  FORLINES.  That  is  our  intent. 

Mr.  Rose.  I  think  we  should  emphasize — and  I  know  Congress- 
man Baesler  would  agree  with  me  on  that — that  really  needs  to  be 
in  place  at  the  first  of  the  year,  if  at  all  possible.  We  may  have  to 
talk  to  the  Secretary  about  that  at  some  point. 

Thank  you. 

Have  you  got  any  questions? 

Mr.  Baesler.  Just  a  couple. 

Mr.  Smith,  I  think  it  is  important  for  everybody  to  understand 
when  you  talk  about  under  GATT,  if  the  committee  suggests  there 
is  a  problem  with  the  domestic  content  rule,  corrective  action  will 
have  to  be  taken.  What  does  that  mean? 

Mr.  Smith.  At  the  time  of  the  consultation,  several  trade  part- 
ners raised  questions  in  terms  of  whether  it  was  consistent  with 
GATT.  And  if  the  United  States  agrees  that  those  issues  should  be 
further  discussed  and/or  the  other  partners  ask  for  a  panel  to  be 
formed,  then  the  issues  that  they  have  raised  as  to  whether  this 
creates  some  type  of  violation  of  the  current  GATT  rules,  then  the 
panel  will  review  these  and  if  the  panel  finds  adversely  to  the  Unit- 
ed States,  then  at  that  point,  it  would  be  up  to  the  U.S.  Govern- 
ment to  decide  whether  to  take  corrective  actions  or  what  type  of 
corrective  actions  might  be  justified.  They  are  not  predetermined  in 
the  GATT  rules  at  this  point. 

Mr.  Baesler.  But  we  can  assume  that  from  the  Government's 
standpoint,  that  we  would  do  everything  we  can  to  maintain  the — 
in  some  way,  the  import  restrictions? 

Mr.  Smith.  Yes,  sir.  In  terms  of  the  legislation  itself,  this  is  law 
now,  and  the  administration  will  be  implementing  this  law  as  it  is 
currently  written.  The  issue  of  whether  it  is  consistent  with  GATT 


would  be  an  issue  that  is  subject  to  the  determination  of  the  panel 
at  this  point. 

Mr.  Rose.  Will  the  gentleman  yield? 

Mr.  Baesler.  Yes,  sir. 

Mr.  Rose.  I  think  that  you  have  put  your  finger  on  the  big  ques- 
tion. And  you,  and  I,  and  Senator  Ford  are  going  to  have  to  make 
sure  that  the  United  States  Trade  Representative — I  am  clear  that 
Agriculture  is  behind  us  on  this — ^but  the  United  States  Trade  Rep- 
resentative needs  to  defend  the  75  percent  content  rule  that  we  got 
into  law,  but  that  he  also  needs  to  work  to  remove  import  barriers 
against  U.S.  growers.  And  I  have  a  list  here  I  would  like  to  put  in 
the  record  of  import  restrictions  on  U.S.  tobacco  by  country.  Tur- 
key, all  imports  of  United  States  tobacco  are  controlled  by  the 
Turkish  tobacco  monopoly.  Imported  cigarettes  pay  6  percent  ad 
valorem  tax.  In  Brazil,  a  40  percent  ad  valorem  tax.  That  is  for  our 
tobacco  to  get  into  these  countries.  Greece,  23  percent  ad  valorem 
import  duty;  Zimbabwe,  prohibited;  Bulgaria,  180  percent  ad  valo- 
rem import  duty;  Malawi,  50  percent  ad  valorem;  Canada,  14.5  to 
26.4  ad  valorem  import  duty  on  unmanufactured  tobacco;  Argen- 
tina, 13  percent  ad  valorem  duty  on  unmanufactured  and  22  per- 
cent ad  valorem  on  cigarettes;  Thailand,  60  percent;  Guatemala,  30 
percent;  Italy,  23  percent.  I  mean,  talk  to  us  about  discrimination 
now.  Mexico,  20  percent;  Chile — Mexico  has  gone  up  to  50  percent. 
Chile,  11  percent;  Indonesia,  15;  China,  50  percent  ad  valorem  im- 
port duty  on  unmanufactured  tobacco  and  150  percent  ad  valorem 
import  duty  on  cigarettes.  So,  you  wonder  why  our  companies  are 
making  their  own  cigarettes  in  China,  but  I  assume  they  would 
have  a  hard  time  getting  our  tobacco  in  there. 

I  would  like  to  also  put  in  the  record  a  letter  that  I  signed,  along 
with  Senator  Wendell  Ford,  vice  chairman  of  the  Tobacco  Sub- 
committee, to  Mickey  Kan  tor,  the  United  States  Trade  Representa- 
tive the  last  of  September  of  this  year,  stating  our  concern  that  we 
have — ^you  and  I  have  just  expressed  here,  and  we  have  had  no  re- 
sponse yet.  We  need  to  have  prayer  with  him  about  this  letter 
when  we  get  back.  [Laughter.  1 

And  then,  we  wrote  the  Ambassador  to  Zimbabwe.  The  first 
paragraph  of  all  of  these  letters  is  the  same — "We  are  most  inter- 
ested to  learn  that  Zimbabwe  has  requested  informal  consultations 
with  the  United  States  concerning  recent  laws  designed  to  stabilize 
the  United  States  domestic  tobacco  program."  We  sent  that  because 
Zimbabwe  prohibits  imports.  We  do  not  really  think  they  are  in  a 
particular  position  to  complain.  And  then,  we  sent  the  same  letter 
to  the  Ambassador  for  Brazil,  pointing  out  the  numbers  that  I  just 
read  to  you.  Thailand,  Colombia — Colombia's  Ambassador  in  Wash- 
ington; El  Salvador's  Ambassador  in  Washington;  Guatemala's  Am- 
bassador in  Washington  and  Venezuela's  Ambassador  in  Washing- 
ton. 

Now  those  are  not  all  of  the  countries  that  discriminate  against 
us,  but  they  are  the  countries  that  have  specifically  asked  for  a 
conference  to  complain  about  our  domestic  content  requirement. 
And  I  was  not  worried  about  their  complaints  from  the  first  be- 
cause it  is  literally  "the  pot  calling  the  kettle  black."  But,  Congress- 
man, you  and  I  are  going  to  have  to  make  sure  that  the  United 
States  Trade  Representative  joins  USDA  in  defending  us. 


Thank  you  very  much,  Mr.  Smith.  I  do  not  have  any  more  ques- 
tions of  you  at  this  time. 
[The  material  follows:] 
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IMPORT  RESTRICTIONS  ON  U.S.  TOBACCO,  BY  COUNTRY 

Turkey  (Iflrgeat  exporter  to  U.S.  of  unmanufactured  lobacco,  with  duty-froe  arrival): 

—  all  Imparts  of  U.S.  tobacco  are  controlled  by  the  Turkish  Tobacco  Monopoly,  the 
sole  Importer  and  distributor  of  tobacco  and  tobacco  products  (exceptions  can  be 
made  when  private  production  of  any  brands  reach  2,000  tons  per  year) 

—  unmanufactured  tofjacRo  importa  must  pay  a  "houBlno  fund"  aasessment  ot 
US$2,000  per  ton,  and  an  Import  surcharge  of  US$5,000  per  ton 

—  Imparted  clgarettee  must  pay  a  6  percent  ad  valorem  import  duty,  n  "houslna  fund" 
assessment  of  US$.016  per  pack,  an  import  surcharge  of  US$0.40  per  pack,  and 
■evaral  additional  taxes  for  the  "price  support  and  stabilization  fund"  (10  percent  of 
GIF  value),  the  'resource  and  utilization  fund"  (1  porcont  of  CIF  value),  an  "Import 
VAT'  (12  percent  of  CIF  value),  a  "defense  fund"  assessment  (120  Turkish  Ura  per 
pack),  and  a  "Health.  Sport  and  Education  fund"  assessment  (too  Turkish  Ura  per 
pack) 

Brazil  f2nd.  duty-free); 

—  Imposes  a  40  percent  ad  valorem  Import  duty  which  applies  to  most 
unmanufactured  tobscco,  including  buriey  and  flue-cured  tobacco 

—  Import  licenses  are  required  and  Issued  by  MinEcon/OECEX  -  Foreign  Trade 
Department 

—  leaf  tobacco  Imports  and  cigarettes  are  subject  to  various  taxes  and  charges, 
including  the  Import  duty  mentioned  above,  an  additional  "specific  duty'  for 
cigarsttea,  an  "industrialized  product  tax"  (which  Is  calculated  on  an  amount  which 
Includes  the  duties),  and  a  state  value  added  tax  on  imported  leaf  tobacco  of  up  to 

17% 

Greece  (3rd): 

—  as  a  member  of  the  EC,  Imported  U.S.  cigarette  tobacco  is  subject  to  a  23  percent 
ad  valorem  Import  duty  (competitors  like  Brazil  and  Argentina  may  Import  buriey 
and  fiue-cured  tobacco  duty  free  Into  Greece  as  GSP  countries,  subject  to  an 
import  quota  of  15  metric  tons  for  unmanufactured  tobacco  other  than  Virginia  flue- 
cured  type) 

Zimbabwe  (4th,  dutv-free): 

—  Imports  of  buriey  and  flue-cured  tobacco  are  PROHIBITED 

—  Imports  of  manufactured  tobacco  products  are  PROHIBITED 

Bulaaria  (5th): 

~  Imposes  a  160  percent  ad  valorem  Import  duty  on  unmanufactured  tobacco  and 

olgarettae 

—  has  "Insufficient  domestic  competition,"  according  to  FAS 


Malawi  (8th.  duty-frse): 

-  unmanufacTured  JO&acco  to  be  used  in  tobacco  production  In  Malawi  and  Importod 
cigarettes  aro  aaaesaed  a  50  percent  ad  valorem  Import  duty 

-  permits  are  required  to  Import  tobacco  (or  sale,  and  such  permits  may  be  granted 
for  up  to  one  year;  licensees  must  post  a  deposit  equal  to  4  percent  of  the  value  of 
Imports;  cldarlng  ao^rits  must  place  a  SO  percent  deposit  SQalnst  customs  duties 

-  the  least  expensive  domestic  brand  -  Tomtoms  -  Is  exempt  from  a  50  percent  ad 
VBlorom  exclaa  tax 


Canada  (7th): 


Imposes  ad  valorem  Import  duties  on  unmanufactured  tobacco  for  cigarettes 
ranging  from  14.5  percent  to  26.4  percent 


Argentina  (eth.  duty-free): 

-  requires  an  Argentine  tax  stamp,  which  raises  the  selling  price  of  imported  brands 
above  comparable  local  brands 

-  imposes  a  13  percent  ad  valorem  Import  duty  on  unmanufactured  tobacco,  and  a 
22  percam  ad  valorem  Import  duty  on  cigarettes 

Thailand  (&th,  duty-free); 

-  the  Thailand  Tobacco  Monopoly  controls  the  import  of  an  tobacco  and  tobacco 
products,  acting  as  the  sole  manufacturer  and  distributor  in  Thailand 

-  Import  licenses  must  be  obtained  for  imported  leaf  tobacco 

-  a  so  percent  ad  valorem  Import  duty  la  assoosed  on  unmanufactured  tobacco,  and 
a  30  percent  rate  Is  assessed  on  cigarettes 

-  imported  cigarettes  are  assessed  an  excise  tax  equsi  to  65  percent  of  "import  cosr 

Guatemala  (10th.  diitv-fraak 

Imposes  a  30  percent  ad  valorem  import  duty  on  Imported  tobacco 

-  8  license  from  the  Ministry  of  Economy  is  requlrod  to  Import  tobacno 


Italy  (11th): 


as  a  member  of  the  EC,  imported  U.S.  cigarette  tobacco  is  subject  to  a  23  percent 
ad  valorem  Import  duty  (competitors  like  Brazil  and  Argentina  may  Import  burley 
and  flue-cured  tobacco  duty  free  Into  Italy  as  GSP  countries,  subject  to  an  import 
quota  of  30  metric  tons  for  unmanufactured  tobacco  other  than  Virginia  flue-cured 
typo) 

a  monopoly  axista  to  control  the  import  and  distribution  of  tobacco  and  tobacco 
products 

tclerance  levels  for  MJ^ifOCflf^  In  effectjor  finished  tobacco  products 
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Mexico  (12th.  dutv-fraa>: 

-  a  20  parcam  ad  valorem  Import  duty  exists  for  unmanufactured  tobacco  and 
clgarattaa 

-•  Import  permits  must  be  obtained  through  the  Secretariat  OT  Commerce  and 

Industrial  Development 

Chile  M3th.  dutv-free>: 

-  Imposes  an  11  percent  ad  valorem  Import  duty  on  unmanufactured  tobacco  and 
clgarettea  (compared  to  a  duty  on  tobacco  from  Mexico  which  will  bs  7ern  by  1SS8) 

Indonesia  (14th.  dutv-free): 

-  Imposes  a  16  percent  ad  valorem  Impon  duty  on  unmanufactured  tobacco,  and  a 
30  percent  rate  on  cigarettes 

minimum  retsll  prices  are  established  by  the  government  for  all  cigarettes 

-  a  10  poroant  value  addad  tax  (•  asoeaaed  an  Imported  Cigarettes 


China  (isth): 


Imposes  a  so  percem  ad  valorem  Import  duty  on  unmanufactured  tobacco,  and  a 
150  percent  ad  valorem  Import  duty  on  cigarettes 

all  trade  Is  controlled  by  the  China  National  Tobacco  impon  and  Expon 
Corporation;  some  Joint  vemures  are  allowed,  although  they  are  still  limited  in  the 
amount  thoy  can  Import  by  CNTlEC,  assessed  higher  Import  fees,  and  required  to 
purchase  Offsetting  amounts  of  domestic  tobacco  corresponding  to  their  imports 

any  cigarette  manufacturer  wishing  to  ship  cigarettes  to  China  must  agree  to 
purchase  Chinese  leaf 

the  China  Animal  and  Plant  Quarantine  (CAPQ)  curremiy  pronibita  tobacco  from 
countries  with  a  history  of  blue  moid 

only  designated  retail  outlets  are  allowed  to  sell  imported  cigarettes 

foreign  Invested  enterprises  pay  higher  taxes  on  tobacco  leaf  nnd  cigarettes 
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WENDELL  H.  FORD 

■iKTuciv  COMMERCE.  SC 

AND  THANSPOFT 

ENERGY  Ah 
NATURAL  RESO 


Bnitcd  3tatES  Senate 


RULES  AM 
WASHINGTON,  DC  20510-1701  ADMINISTRAl 


September  27,  1993 


The  Honorable  Michael  Kantor 
U.S.  Trade  Representative 
600  -  17th  Street,  N.W. 
Washington,  D.C.  20506 

Dear  Mr.  Ambassador: 

We  understand  that  a  group  of  countries  exporting  tobacco 
into  the  United  States  have  requested  informal  consultations 
concerning  provisions  in  the  Omnibus  Budget  Reconciliation  Act  of 
1993  designed  to  stabilize  the  U.S.  domestic  tobacco  program. 

Attached  are  copies  of  letters  which  we  forwarded  to  the 
Ambassadors  of  these  countries  today.   Each  of  these  seven 
countries  is  eligible  to  export  tobacco  to  the  United  States  duty- 
free.  We  believe  that  for  each  of  these  countries  —  Brazil, 
Colombia,  El  Salvador,  Guatemala,  Thailand,  Venezuela,  and 
Zimbabwe  —  there  are  significant  barriers  to  U.S.  tobacco  and 
tobacco  products  under  their  own  laws  and  regulations  which  raise 
serious  questions  under  GATT.   It  would  seem  that  these 
consultations  present  an  excellent  opportunity  to  raise  many  of 
our  legitimate  concerns  in  these  areas . 

In  addition,  we  understand  that  the  European  Community  and 
the  members  of  the  Association  of  South  East  Asian  Nations  will 
participate  in  this  same  process.   In  light  of  the  excessive 
import  duties  maintained  by  the  EC  (particularly  on  cigarettes), 
and  the  burdensome  tariff  levels,  licensing  requirements,  and 
discriminatory  taxes  levied  by  certain  ASEIAN  countries,  we         ^ 
believe  this  consultative  process  may  provide  equally  important 
opportunities  with  these  countries  as  well  to  put  all  legitimate 
concerns  on  the  table. 

One  of  the  underlying  intentions  of  the  tobacco  provisions 
in  the  Budget  Reconciliation  Act  was  to  stabilize  the  domestic 
tobacco  program,  which  has  been  jolted  by  the  recent  surge  in 
tobacco  imports  into  this  country.   A  closely  related  intention 
was  to  treat  both  domestically  produced  and  imported  tobacco  in 
an  equitable  manner.   Imported  4:obacco  actually  had  trade-related 
advantages  over  domestically  produced  tobacco  prior  to  the  Budget 
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The  Honorable  Michael  Kantor 
Page  Two 
September  27,  1993 


Reconciliation  Act.   Imported  tobacco  previously  was  not  subject 
to  an  assessment  for  deficit  reduction  such  as  that  assessed  upon 
domestic  tobacco.   Imported  tobacco  previously  was  not  subject  to 
a  "no  net  cost"  assessment.   In  addition,  imported  tobacco 
previously  was  subject  to  lower  inspection  and  grading  fees  than 
domestic  tobacco.   All  of  these  conditions  are  equalized  under 
the  recently  enacted  law,  so  that  imported  tobacco  is  treated 
equitably,  and  no  undue  burden  is  placed  upon  trade. 

U.S.  laws  will  continue  to  be  more  open  and  our  markets  more 
accessible  than  nearly  every  trading  partner  we  have  in  this 
area.   Nearly  every  major  trading  partner  maintains  trade 
restrictions  on  U.S.  tobacco  and  tobacco  products  far  more 
burdensome  than  any  provisions  of  U.S.  law.   Therefore,  we  find 
it  ironic  that  the  provisions  in  the  Omnibus  Budget 
Reconciliation  Act  of  1993  are  now  subject  to  informal 
consultations .   We  urge  you  to  take  advantage  of  this  important 
opportunity  to  make  known  our  serious  concerns  with  tobacco- 
related  import  restrictions  which  exist  in  these  foreign  markets. 

Sincerelv, 


The  Honorable  Wendell  H.  Ford      th^  Honorable  Charlie  Rose 
U.S.  Senator  U.S.  Representative      * 
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September  27,  1993 


The  Honorable  Amos  Bernard  Muvengwa  Midzi 
Ambassador  Extraordinary  and 

Plenipotentiary 
Office  of  the  Embassy 
1608  New  Hampshire  Avenue 
Washington,  B.C.    20009 

Your  Excellency: 

We  were  most  interested  to  learn  that  Zimbabwe  has  requested 
informal  consultations  with  the  United  States  concerning 
provisions  in  the  Omnibus  Budget  Reconciliation  Act  of  1993 
designed  to  stabilize  the  U.S.  domestic  tobacco  program. 

The  unprecedented  surge  in  imported  tobacco  over  the  last 
two  years  has  threatened  the  livelihood  of  tens  of  thousands  of 
farm  families  in  the  Onited  States ,  and  has  serious  economic 
consequences  for  tens  of  thousands  of  others  involved  in  the 
processing,  manufacture,  distribution  and  sale  of  tobacco 
products . 

One  of  the  primary  objectives  of  our  domestic  tobacco 
program  is  to  stabilize  production  levels  at  no  cost  to  U.S. 
taxpayers.   Without  the  recently  enacted  changes  to  the  program, 
this  objective  could  not  be  met  in  the  future.   Yet  even  with 
this  increased  stability,  imported  tobacco  remains  likely  to 
continue  at  historically  high  levels. 

It  is  equally  apparent  that  with  respect  to  the  trade  of 
tobacco  and  tobacco  products,  U.S.  laws  will  continue  to  be  more 
open  and  our  markets  more  accessible  than  nearly  every  trading 
partner  we  have  in  this  area.   In  1992,  more  than  three-fourths 
of  all  imported  tobacco  into  the  United  States  received  duty-free 
treatment,  while  many  of  these  same  importing  countries 
maintained  restrictions  on  U.S.  tobacco  ranging  from  outright 
prohibitions  on  U.S.  tobacco  and  tobacco  products  to  excessive 
duty  levels,  monopolies  which  control  all  tobacco  purchases, 
discriminatory  taxes  and  assessments,  restrictive  licensing 
requirements ,  and  other  barriers  to  trade . 
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According  to  the  Foreign  Agricultural  Service,  U.S. 
Department  of  Agriculture,  Zimbabwe  maintains  the  following 
practices  which  act  as  import  requirements  and  restrictions  for 
U.S.  tobacco  and  tobacco  products: 

**   imports  of  flue-cured  and  burley  tobacco  are  prohibited 

**   imports  of  manufactured  tobacco  products  are  prohibited 

Therefore,  we  believe  there  is  much  to  discuss  in  the 
context  of  informal  consultations  concerning  the  trade  of  tobacco 
and  tobacco  products  between  our  two  countries .   We  are  hopeful 
that  your  actions  will  have  the  effect  of  bringing  all  matters  to 
light,  in  the  interest  of  mutually  beneficial  trading  relations 
between  our  countries  into  the  future. 


Sincerely. 


^LJz^\ 


The  Honorable  Wendell  H.  Ford      The  Honorable  Charlie  Rose 
U.S.  Senator  U.S.  Representative 


The  Honorable  Michael  Kantor 
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September  27,  1993 


The  Honorable  H.E.  Rubens  Ricupero 
Ambassador  Extraordinary  and 

Plenipotentiary 
Office  of  the  Embassy 
3006  Massachusetts  Avenue 
Washington,  D.C.  20008 


Your  Excellency: 


We  were  most  interested  to  learn  that  Brazil  has  requested 
informal  consultations  with  the  United  States  concerning 
provisions  in  the  Omnibus  Budget  Reconciliation  Act  of  1993 
designed  to  stabilize  the  U.S.  domestic  tobacco  program. 

The  unprecedented  surge  in  imported  tobacco  over  the  last 
two  years  has  threatened  the  livelihood  of  tens  of  thousands  of 
farm  families  in  the  United  States,  and  has  serious  economic 
consequences  for  tens  of  thousands  of  others  involved  in  the 
processing,  manufacture,  distribution  and  sale  of  tobacco 
products . 

One  of  the  primary  objectives  of  our  domestic  tobacco 
program  is  to  stabilize  production  levels  at  no  cost  to  U.S. 
taxpayers.   Without  the  recently  enacted  changes  to  the  program, 
this  objective  could  not  be  met  in  the  future.   Yet  even  with 
this  increased  stability,  imported  tobacco  remains  likely  to 
continue  at  historically  high  levels. 

It  is  equally  apparent  that  with  respect  to  the  trade  of 
tobacco  and  tobacco  products,  U.S.  laws  will  continue  to  be  more 
open  and  our  markets  more  accessible  than  nearly  every  trading 
partner  we  have  in  this  area.   In  1992,  more  than  three-fourths 
of  all  imported  tobacco  into  the  United  States  received  duty-free 
treatment,  while  many  of  these  same  importing  countries 
maintained  restrictions  on  U.S.  tobacco  ranging  from  outright 
prohibitions  on  U.S.  tobacco  and  tobacco  products  to  excessive 
duty  levels,  monopolies  which  control  all  tobacco  purchases, 
discriminatory  taxes  and  assessments,  restrictive  licensing 
requirements ,  and  other  barriers  to  trade . 


DISTRICT  OFFICES 

D    343  Waller  AviwuE  D     '72-C  New  Fioi«*t  Suildino  D     19  u  S  post  OfFict  and  CouBrwousi  D    305  FioiHAL  Suiloinc 

UXINGTOP.    »Y  40504  LOUISVILLE.  KY  40202  COVIKOTO"    KY  4  I  O  1  1  OwEHSSOHO    K  Y  4  !  30  I 

16061233-2484  15021582-6251  16061491-7929  15021685-5158 


16 


Page  Two 
September  27,  1993 


According  to  the  Foreign  Agricultural  Service,  U.S. 
Department  of  Agriculture,  Brazil  maintains  the  following 
practices  which  act  as  import  requirements  and  restrictions  for 
U.S.  tobacco  and  tobacco  products: 

**   ad  valorem  import  duties  on  unmanufactured  and 

manufactured  tobacco  are  as  high  as  forty  percent 

**   imported  leaf  tobacco  is  subject  to  a  discriminatory 
state  value  added  tax  ("ICMS") 

**   imported  tobacco  is  stibject  to  a  specific  duty  (in 

addition  to  import  duties ) ,  an  Industrialized  Product 
Tax,  and  a  State  Value  Added  Tax 

**    import  licenses  are  required  through  MinEcon/DECEX  — 
Foreign  Trade  Department 

Therefore,  we  believe  there  is  much  to  discuss  in  the 
context  of  informal  consultations  concerning  the  trade  of  tobacco 
and  tobacco  products  between  our  two  countries .   We  are  hopeful 
that  your  actions  will  have  the  effect  of  bringing  all  matters  to 
light,  in  the  interest  of  mutually  beneficial  trading  relations 
between  our  countries  into  the  future. 


Sincerely, 


Ql^^ujU 


The  Honorable  Wendell  H.  Ford      The  Honorable  Charlie  Rose 
U.S.  Senator  U.S.  Representative 


cc;   The  Honorable  Michael  Kantor 
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WENDELL  H.  FORD 

>CNTucxY  COMMERCE.  S( 

AND  TRANSPOn 

ENERGY  Al 

lanited  States  Senate  "'ZuZ 

WASHINGTON,  DC  20510-1701  AOMINISTRA 


September  27,  1993 

The  Honorable  H.E.  Birabhongse  Kasemsri 
Ambassador  Extraordinary  and 

Plenipotentiary 
Office  of  the  Embassy 
2300  Kalorama  Road 
Washington,  D.C.  20008 

Tour  Excellency: 

We  were  most  interested  to  learn  that  Thailand  has  requested 
informal  consultations  with  the  United  States  concerning 
provisions  in  the  Omnibus  Budget  Reconciliation  Act  of  1993 
designed  to  stabilize  the  D.S.  domestic  tobacco  program. 

The  unprecedented  surge  in  imported  tobacco  over  the  last 
two  years  has  threatened  the  livelihood  of  tens  of  thousands  of 
farm  families  in  the  United  States,  and  has  serious  economic 
consequences  for  tens  of  thousands  of  others  involved  in  the 
processing,  manufacture,  distribution  and  sale  of  tobacco 
products . 

One  of  the  primary  objectives  of  our  domestic  tobacco 
program  is  to  stabilize  production  levels  at  no  cost  to  U.S. 
taxpayers.   Without  the  recently  enacted  changes  to  the  program, 
this  objective  could  not  be  met  in  the  future.   Yet  even  with 
this  increased  stability,  imported  tobacco  remains  likely  to 
continue  at  historically  high  levels . 

It  is  equally  apparent  that  with  respect  to  the  trade  of 
tobacco  and  tobacco  products,  U.S.  laws  will  continue  to  be  more 
open  and  our  markets  more  accessible  thetn  nearly  every  trading 
partner  we  have  in  this  area.   In  1992,  more  than  three-fourths 
of  all  imported  tobacco  into  the  United  States  received  duty-free 
treatment,  while  many  of  these  same  importing  countries 
maintained  restrictions  on  U.S.  tobacco  rEinging  from  outright 
prohibitions  on  U.S.  tobacco  and  tobacco  products  to  excessive 
duty  levels ,  monopolies  which  control  all  tobacco  purchases , 
discriminatory  tcixes  and  assessments,  restrictive  licensing 
requirements,  and  other  barriers  to  trade. 
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Page  Tvro 
September  27,  1993 


According  to  the  Foreign  Agricultural  Service,  U.S. 
Department  of  Agriculture,  Thailand  maintains  the  following 
practices  which  act  as  import  requirements  and  restrictions  for 
U.S.  tobacco  and  tobacco  products: 

**   import  duties  of  60  percent  or  higher  are  levied  on 

imported  tobacco  leaf  and  manufactured  tobacco  products 

**   the  Thailand  Tobacco  Monopoly  acts  as  the  sole 

distributor  of  imported  tobacco  and  tobacco  products 

**   licenses  are  required  for  imports  of  unmanufactured 
tobacco 

**   excise  taxes  on  imported  cigarettes  are  calculated  from 
a  higher  base  (based  on  import  cost)  than  domestic 
cigarettes  (based  on  factory  price) 

Therefore,  we  believe  there  is  much  to  discuss  in  the 
context  of  informal  consultations  concerning  the  trade  of  tobacco 
and  tobacco  products  between  our  two  countries.  We  are  hopeful 
that  your  actions  will  have  the  effect  of  bringing  all  matters  to 
light,  in  the  interest  of  mutually  beneficial  trading  relations 
between  our  countries  into  the  future. 


Sincerely, 


a 


'JUJ^-' 


The  Honorable  Wendell  H.  Ford      The~Honorable  Charlie  Rose 
U.S.  Senator  O.S.  Representative 


cc:   The  Honorable  Michael  Kantor 
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Mr.  Rose.  Mr.  Forlines,  is  there  anything  you  would  like  to  add 
that  we  have  not  covered,  or  do  you  think  we  covered  it  pretty 
good? 

Mr.  Forlines.  Pretty  good. 

Mr.  Rose.  Mr.  Miller,  anything  you  would  like  to  add  that  you 
think  we  may  have  missed  here  in  this  discussion,  or  do  you  think 
we  are  doing  all  right? 

Mr.  Miller.  I  do  not  have  anything  to  add,  Mr.  Chairman. 

Mr.  Rose.  I  would  like  to  ask  Larry  Hopkins,  the  Director  of  the 
Tobacco  Division  of  AMS;  the  figures  that  I  have  been  given  on  the 
level  of  imports  show  that  in  1992,  imported  tobacco  screeched  sky- 
ward and  1993  also.  According  to  what  Mr.  Smith  said,  my  figures 
are  somewhat  out  of  date.  Can  you  give  us  an  update  on  the  latest 
bad  news  about  imported  tobacco? 

One  of  the  things  that  I  think  it  is  very  important  for  the  panel 
to  know  is  that  we  thank  you  for  bringing  out  the  problem  of  im- 
ports. Our  tobacco  farmers,  both  in  Kentucky  and  in  North  Caro- 
lina, are  extremely  concerned  about  taxes  on  cigarettes.  Now,  I  am 
concerned  about  that,  too.  Congressman  Baesler  and  I  were  at  a 
meeting  of  tobacco  State  Congressmen  where  Bill  Natcher  got  up 
and  said  to  the  companies,  "I  have  never  seen  imports  so  big  and 
do  not  even  ask  me  to  help  you  with  the  tobacco  tax  until  you  agree 
to  do  something  about  imports."  Now,  they  have  agreed  to  do  some- 
thing about  imports.  It  is  in  the  law.  We  want  it  in  effect  as  quick- 
ly as  we  can,  and  we  are  going  to  work  our  hearts  out  to  reduce 
the  tobacco  tax. 

Mr.  Hopkins,  on  your  second  page  of  total  imports,  1989 — all  im- 
ports, all  types — this  is  raw  tobacco,  right? 

Mr.  Hopkins.  Yes,  sir. 

Mr.  Rose.  Stems,  trash,  everjrthing? 

Mr.  Hopkins.  Yes,  sir. 

Mr.  Rose.  In  1989,  189  million  pounds;  1990,  206  million  pounds; 
1991,  277  million  pounds;  1992,  462  million  pounds.  Is  that  cor- 
rect? 

Mr.  Hopkins.  That  is  correct. 

Mr.  Rose.  And  what  is  as  of  September  1993,  where  are  we? 

Mr.  Hopkins.  We  have  457  million  pounds  in,  and  I  would  re- 
mind you,  Mr.  Chairman,  that  that  only  represents  through  Sep- 
tember of  this  year.  So  we  already  have  457  million  pounds  in, 
with  3  months  to  go. 

So,  we  obviously  are  going  to  exceed 

Mr.  Rose.  And  all  of  you,  Mr.  Smith  and  Mr.  Hopkins.  When  I 
wonder  why  Flue-cured  stabilization  got  so  much  tobacco  this  year, 
all  I  have  to  do  is  look  at  this  number.  Mr.  Smith,  is  that  an  accu- 
rate statement,  or  have  I  not  stated  it  right? 

Mr.  Smith.  Certainly,  Mr.  Chairman,  that  is  one  of  the  causes 
of  the  large  quantity  of  tobacco  going  under  loan. 

Mr.  Rose.  Would  you  say  another  factor  would  be  some  quality 
problems  with  our  crop? 

Mr.  Smith.  Yes,  sir. 

Mr.  Rose.  Flue-cured? 

Mr.  Smith.  The  quality  problem  with  our  crop  and  the  changes 
that  are  occurring  at  the  time  that  the  crop  is  being  marketed. 
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Mr.  Rose.  In  other  words,  the  concern  about  the  tobacco  tax  and 
so  forth? 

Mr.  Smith.  Yes,  sir. 

Mr.  Rose.  Mr.  Hopkins. 

Mr.  Hopkins.  Mr.  Chairman,  if  I  may  add  a  Httle  bit  to  what 
Secretary  Smith  has  said,  and  in  agreement  with  him. 

First,  if  I  could  just  take  a  second  and  thank  you,  Mr.  Chairman 
and  Congressman  Baesler  for  being  here.  I  feel  like  I  am  a  little 
bit  more  than  just  a  casual  observer  of  the  situation  here  and  want 
to  say  publicly  that  I  appreciate  the  efforts  of  both  you,  Mr.  Chair- 
man, and  certainly  Congressman  Baesler  on  his  efforts  in  Washing- 
ton because  it  is  not  an  easy  situation  in  which  you  find  yourself, 
and  I  understand  that  situation  more  than  most.  And  I  can  tell  you 
that  I  certainly  appreciate  the  efforts  that  you  all  have  put  in  and 
I  have  heard  the  Secretary  say  the  same  thing. 

In  reference  to  the  crop  that  we  are  now  experiencing,  the  Flue- 
cured,  it  is  not  a  good  year.  There  is  no  question  about  that.  We 
wish  that  less  tobacco  was  going  under  loan.  We  are  going  to  prob- 
ably be  looking  at  that  at  the  close  of  this  market  which  should  be 
around  November  10,  probably  200  million  pounds  of  Flue-cured  to- 
bacco, unfortunately,  that  will  go  under  loan.  To  give  you  an  idea 
of  what  that  means,  last  year,  there  was  approximately  70  million 
pounds  of  Flue-cured  tobacco  that  went  under  loan. 

Mr.  Rose.  And,  of  course,  the  problem  with  the  high  stabilization 
stocks  is  what  that  does,  because  of  our  formulas,  to  next  year's 
quota? 

Mr.  Hopkins.  Yes,  sir. 

Mr.  Rose.  And  since  we  have  the  10  percent  rule  for  Burley  and 
Flue-cured,  we  have  a  degree  of  protection  while  the  companies  get 
rid  of  all  of  this  wonderful  foreign  tobacco  that  they  bought,  is  that 
right? 

Mr.  Hopkins.  That  is  correct. 

Mr.  Rose.  All  right. 

Mr.  Hopkins.  And  people  need  to  understand  that  they  should 
be  thanking  you  for  putting  in  the  10  percent,  those  of  you  who  did 
that,  this  year.  Because  without  that  protection — I  do  not  know 
what 

Mr.  Rose.  The  companies — and  I  do  not  blame  them — the  compa- 
nies are  rightfully  preoccupying  our  farmers  with  being  concerned 
about  the  tobacco  tax.  I  have  never  seen  farmers  upset  when  the 
companies  raise  their  wholesale  prices  of  cigarettes,  you  under- 
stand. I  have  never  seen  the  companies  have  a  farmer  rally  to  ob- 
ject to  their  raising  of  wholesale  tobacco  prices,  you  understand.  I 
told  the  companies,  'Tou  all  forgot  to  tell  the  farmers  that  a  whole- 
sale price  increase  in  cigarettes  has  exactly  the  same  effect  as  a  tax 
increase."  The  only  difference  is  who  gets  the  hooch,  OK?  Whole- 
sale prices  go  into  the  bottom  line  of  the  tobacco  companies;  tobacco 
tax  increases  go  to  the  State  or  Federal  Government. 

Now,  I  am  not  in  favor  of  the  tax  increases.  Do  not  get  me  wrong. 
And  the  business  community  has  a  right  to  make  their  own  busi- 
ness judgments  about  what  they  are  doing,  but  they  have  used  our 
farmers  a  bit  in  this  regard  and  they  very  much  used  us  because 
in  1986,  Mr.  Hopkins,  when  you  and  I  were  serving  together  in  the 
House  and  allowed  the  Tobacco  Reform  Act  of  1986  to  go  through, 
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they  promised  us — and  I  believe  you  will  remember — they  promised 
us  they  would  stop  importing  foreign  tobacco. 

Mr.  Hopkins.  That  was,  as  you  suggested,  a  promise  and  a  hand- 
shake. 

Mr.  Rose.  Yes,  sir. 

Mr.  Hopkins.  It  was  not  written,  but  it  was  a  promise  that  they 
made. 

Mr.  Rose.  Yes,  sir.  They  forgot  to  remember.  [Laughter.] 

Thank  you. 

Mr.  Baesler. 

Mr.  Baesler.  Larry,  let  us  get  to  Burley.  I  think  the  figures  on 
your  second  sheet  show  that  as  of  September  1993,  there  has  al- 
ready been  198  million  pounds  of  Burley  imported,  is  that  correct? 

Mr.  Hopkins.  That  is  correct. 

Mr.  Baesler.  Last  year — I  forgot  exactly,  maybe  Mr.  Smith  or 
you  one — how  much  did  we  take  into  the  pool  last  year?  Well  over 
100  million  pounds,  was  it  not? 

Mr.  Snell.  142  million  pounds. 

Mr.  Baesler.  142  million.  So,  what  we  are  looking  at  this  year, 
not  knowing  yet  what  to  expect  from  our  crop  on  quality,  do  you 
all  have  any  estimates?  I  know  you  have  fears,  like  we  do.  Wliat 
are  we  looking  at  for  the  silent  bidder?  What  are  we  looking  at 
going  into  the  pool?  Have  we  got  any  ideas?  What  is  our  estimate? 
Have  you  got  any  estimates? 

Mr.  Hopkins.  Mr.  Baesler,  I  wish  I  had  an  answer  for  you  on 
that.  We  will  just  have  to  wait  and  see  what  the  desire  is  of  the 
marketplace.  I  can  only  tell  you  what  has  happened  as  far  as  Flue- 
cured  is  concerned.  We  will  be  opening  up  the  market  here,  as  you 
know,  on  November  22  and  closing  it  for  Christmas  on  December 
16,  and  then  reopening  it  again  on  January  4. 

With  me  today — and  I  appreciate  your  allowing  him  to  attend — 
is  Mr.  Lawrence  Newman,  who  is  the  regional  director  here.  He  is 
in  charge  of  all  of  our  graders  in  this  area.  He  will  be  watching 
that  very  closely.  But  at  this  time,  I  do  not  know  anybody  who  real- 
ly would  be  able  to  give  you  a  factual  estimate  as  to  what  they 
think  is  going  to  happen. 

Mr.  Baesler.  I  think  we  could  probably  be  concerned — if  we 
have  another  hit  like — for  instance,  the  Flue-cured  has  had  over 
2^2  times  more  going  into  the  pool  this  year  than  they  did  last 
year.  Aiid  some  of  that  might  be  for  quality  because  they  had  a 
much  larger  drought — extensive  drought  than  we  did.  But  the  140 
million  we  had  last  time — in  fact,  Mr.  Snell  might  know  more 
about  this  than  anybody,  too — we  cannot  stand  another  140  million 
pounds — 100  to  200  million. 

What  would  happen?  Basically,  we  are  going  to  push  down  our 
quotas  because  we  have  this  10  percent  protection  for  1  year,  which 
is  great.  But  what  could  happen  without  that  10  percent  protec- 
tion? If  the  companies  do  not  market — what  I  am  getting  at  is  we 
have  to  emphasize  from  our  perspective,  it  is  very  important  that 
the  companies  not  take  a  hike.  They  have  to  buy  this  tobacco  this 
year  and  not  let  the  Government  buy  it.  And  we  are  going  to  get 
into  that  a  little  bit  later.  I  think,  Mr.  Smith,  you  have  talked 
about  it. 
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My  concern  is,  if  for  whatever  reason,  the  companies  want  to 
take  a  hike  and  say,  well,  we  have  already  got  200  million  pounds 
from  Burley.  We  do  not  need  any  more.  We  do  not  have  many 
friends  in  the  companies  if  they  do  that.  They  are  putting  the 
screws  to  us.  That  is  my  opinion.  What  is  your  estimation?  You  do 
not  have  to  respond  to  whether  the  companies  are  putting  the 
screws  to  us  or  not,  but  the  point  is,  what  could  happen?  [Laugh- 
ter.] 

Mr.  Baesler.  Mr.  Smith,  maybe  you  first. 

Mr.  Smith.  Congressman  Baesler,  if  we  should  get  larger  quan- 
tities of  tobacco  in  the  loan  and  we  are  attempting  to  sell  that  to- 
bacco back  out  of  the  loan,  one  of  the  realities  of  the  current  to- 
bacco program  is  that  with  a  no-net  cost  program  and  if  we  have 
to  incur  reductions  in  price  in  order  to  sell  the  loan  stocks,  then 
not  only  are  we  competing  with  perhaps  future  crops  that  may  be 
marketed,  but  we  are  selling  that  tobacco  at  a  discount  and  the 
cost  of  those  discounts  are  then  later  passed  on  to  the  growers  and 
the  buyers  through  additional  no-net  cost  assessment.  So  it  is  one 
of  those  problems  where  that  excess  stocks  with  a  no-net  cost  pro- 
gram cannot  only  affect  the  size  of  the  quota  for  the  following  year, 
but  it  also  can  affect  the  no-net  cost  assessments. 

Mr.  Baesler.  So  basically,  the  farmers  in  this  little  triangle  have 
a  problem.  One,  if  the  companies  do  not  buy  our  tobacco  this  No- 
vember from  Burley  and  we  send  a  lot  more  to  the  pool,  that  is  a 
factor  that  would  help  decrease  our  quotas. 

Mr.  Smith.  Yes,  sir. 

Mr.  Baesler.  Two,  it  also  would  not  only  help  decrease  our 
quotas,  it  means  we  might  have  to  pay  more  no-net  cost. 

Mr.  Smith.  That  is  correct. 

Mr.  Baesler.  Three,  if  we  cannot  get  the  imports  down — which 
goes  back  to  the  first  question — if  we  do  not  fight  for  making  sure 
this  restricts  imports,  then  the  imports  themselves  will  keep  on — 
could  go  on  up  over  the  198  million,  on  up — that  will  push  us  down. 

Mr.  Smith.  That  is  correct.  It  lowers  that  part  of  the  formula  on 
the  domestic  use  side. 

Mr.  Baesler.  So  for  all  of  the  things  the  factor  pushes  down,  and 
we  have  not  had  anything — the  only  thing  that  could  possibly  go 
up  is  imports.  And  we  found,  as  Chairman  Rose  has  talked  about, 
if  we  do  not  get  some  relief  from  all  of  these  restrictions  these  peo- 
ple have  on  us,  we  are  increasing  somewhat,  but  not  that  much, 
I  do  not  think — I  mean  exports,  that  is — exports. 

Mr.  Smith.  Yes,  sir.  The  export  side  of  our  market  is  the  bright- 
est side  of  the  market  in  that  we  have  made  some  in-roads  through 
our  international  trade  into  markets  that  historically  have  not  been 
open  to  us.  Turkey  was  mentioned  earlier.  We  have  increased  there 
from  zero  exports  up  to  over  $200  million  by  exporting  our  tech- 
nology into  Turkey  through  some  cooperative  programs — market 
promotion  programs  which  the  growers  participate  in. 

And  so,  to  the  extent  that  we  can  continue  to  open  our  foreign 
markets,  it  has  been  the  only  part  of  the  tobacco  program  that  has 
been  on  the  upswing. 

Mr.  Baesler.  And  so,  what  we  are  faced  with  starting  in  2  or 
3  months  is  the  crucial  question;  the  company  is  either  going  to 
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buy  or  not  buy.  If  they  let  the  Government  buy,  we  are  not  going 
to  be  benefited  tremendously  by  that. 

Mr.  Smith.  That  is  right,  yes,  sir. 

Mr.  Baesler.  And  maybe  we  can  get  some  idea  on  the  quality 
about  what  are  they  are  looking  for.  We  will  have  company  rep- 
resentatives talking  later,  but  I  would  rather  talk  to  somebody  that 
is  grading  it. 

Mr.  Newman.  I  really  do  not  have  any  idea  of  what  the  compa- 
nies are  looking  for. 

Mr.  Baesler.  What  are  you  looking  for? 

Mr.  Newman.  Well,  we  are  looking  for  a  good  ripe  crop  of  tobacco 
out  there  and  we  think  that  is  what  we  have;  and  if  it  is,  it  will 
grade  pretty  well.  So  the  farmers  maybe  will  not  be  hurting  too 
badly  if  some  of  them  go  to  the  co-op — so  they  will  have  a  good 
price  support  on  it. 

Mr.  Baesler.  You  sound  like  a  politician.  You  just  said  good  and 
not  one  word — ^you  did  not  say  about  what  he  was  looking  for.  But 
you  just  do  not  really  know  right  now,  is  that  what  you  are  saying? 

Mr.  Newman.  No.  We  have  not  been  out  to  look  at  any  tobacco 
yet.  All  I  get  is  reports  coming  in  to  the  office. 

Mr.  Baesler.  Thank  you,  Mr.  Chairman. 

Mr.  Rose.  I  thank  you  all  very  much  for  your  testimony. 

Next  is  Dr.  Snell,  the  assistant  extension  professor,  department 
of  ag  economics  at  the  University  of  Kentucky,  in  whose  building 
we  are  speaking.  If  you  will  go  ahead,  sir. 

STATEMENT  OF  WILLIAM  M.  SNELL,  ASSISTANT  EXTENSION 
PROFESSOR,  DEPARTMENT  OF  AGRICULTURAL  ECONOMICS, 
UNIVERSITY  OF  KENTUCKY 

Mr.  Snell.  Thank  you.  Chairman  Rose.  It  is  certainly  a  pleasure 
and  an  honor  for  me  to  address  the  subcommittee. 

In  my  position  at  the  University  of  Kentucky,  I  work  primarily 
with  farmers,  farm  groups  and  our  State  and  National  Legislators 
on  tobacco  policy,  marketing  and  trade  issues.  This  morning,  I 
would  like  to  address  the  subcommittee  on  some  of  my  viewpoints 
on  some  changes  in  Washington.  The  potential  changes  that  might 
be  coming  about  and  how  that  is  going  to  affect  our  tobacco  grow- 
ers in  the  State  of  Kentucky.  More  specifically,  I  would  like  to  talk 
a  little  bit  about  the  domestic  content  legislation,  the  excise  tax 
issue  and  just  some  brief  observations  on  the  1993  outlook  for  the 
Burley  crop. 

I  was  involved  with  a  lot  of  the  farm  groups  in  the  discussion  on 
the  domestic  content  legislation.  Although  at  this  point  there  is  cer- 
tainly a  lot  of  debate  among  the  farm  groups  and  the  industry  per- 
sonnel about  the  eventual  outcome  of  this  legislation,  I  think  there 
is  no  doubt  in  my  mind  that  without  this  particular  piece  of  legisla- 
tion, that  we  would  be  looking  certainly  at  a  much  more  depressed 
market  situation  than  we  are  looking  for  in  1993.  We  would  be 
looking  at  Burley  tobacco  quota  cuts  of  20  percent  or  greater  for 
1994.  And  I  think  we  would  be  looking  at  imports  accounting  for 
35  to  40  percent  of  all  of  the  Burley  tobacco  manufactured  in  this 
country. 

While  I  agree  with  Secretary  Smith  that  certainly  this  legislation 
does  cause  a  lot  of  concern  for  us  in  the  export  market,  I  think  here 
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in  the  short-term  that  there  is  no  doubt  that  the  potential  gains 
that  we  can  have  from  this  legislation  in  the  domestic  market  will 
outweigh  the  losses  in  the  export  market,  again,  in  the  short-term 
and  only  if  we  look  at  the  losses  in  the  export  market  that  would 
be  attributable  to  the  domestic  content  legislation. 

Let  us  keep  in  mind  in  all  of  this — throughout  all  of  this  debate 
that  probably  our  leaf  exports  and  perhaps  our  cigarette  export 
growth  is  going  to  be  curtailed  with  or  without  this  legislation. 
Right  now,  we  are  looking  at  a  situation  where  we  have  tremen- 
dous excess  supplies  of  Burley  and  Flue-cured  tobacco  throughout 
the  world  market.  And  there  is  no  doubt,  again,  without  this  legis- 
lation, we  would  probably  be  in  a  situation  where  these  leaf  exports 
would  be  declining  even  without  the  domestic  content  legislation. 

The  main  question  is,  has  this  legislation  accelerated  the  trends 
in  terms  of  declines  in  terms  of  exports?  And  the  answer  to  this 
is  going  to  depend  a  lot  upon  our  degree  of  price  competition  here 
in  the  short-  and  mid-term.  It  is  going  to  be  a  very  challenging  en- 
vironment. I  think  there  is  no  doubt  that  if  you  look  at  our  price 
support  formula,  that  is  probably  going  to  continue  to  cause  some 
modest  increases  in  Burley  and  Flue-cured  price  supports,  while  at 
the  same  time,  the  excess  supply  situation  in  the  world  market  is 
going  to  continue  to  cause  world  Burley  and  world  Flue-cured 
prices  to  fall.  So  it  is  going  to  put  a  lot  of  pressure,  I  feel,  Mr. 
Chairman,  on  our  farm  groups  to  address  this  price  competitive- 
ness issue  here  in  the  near  future  as  we  try  to  minimize  the  decline 
in  exports. 

I  would  like  to  say  a  few  comments  on  the  excise  tax  situation. 
Certainly,  it  is  a  major  threat  here  in  Kentucky  and  throughout  the 
Burley  and  Flue-cured  Belts.  By  my  calculations,  a  75  cents  per- 
pack  increase  in  the  tax  on  cigarettes  will  cost  Kentucky  Burley 
growers  some  30  to  50  million  pounds,  valued  at  some  $50  million 
to  $90  million.  And  really,  that  is  not  the  total  story.  As  we  all 
know,  with  increases  in  the  Federal  excise  tax,  there  is  certainly 
going  to  be  a  lot  of  pressure  of  State  governments  to  increase  the 
excise  tax  in  order  to  keep  their  tobacco  tax  revenue  base  from  fall- 
ing amidst  some  very  large  potential  declines  in  cigarette  consump- 
tion. So  overall,  I  think  when  you  take  into  account  these  State  and 
Federal  potential  increases  in  excise  tax.  Congressman  Baesler,  we 
could  be  talking  about  an  additional  15  to  20  percent  or  more  de- 
cline in  Kentucky  Burley  tobacco  quota  base  just  due  to  the  tax  ef- 
fects alone. 

When  you  consider  the  fact  that  the  tobacco  dollar  in  many  of 
our  rural  communities  of  Kentucky  rolls  over  three  to  four  times, 
obviously,  this  could  have  a  very  devastating  impact  as  tobacco  in 
many  of  our  counties  accounts  for  more  than  50  percent  of  the  net 
farm  income  and  contributes  to  the  local  economic  base  in  terms  of 
sales  of  goods  and  services,  property  values,  and  our  local  tax 
bases. 

Finally,  I  would  like  to  just  give  you  a  few  of  my  viewpoints  on 
what  I  expect  from  this  year's  crop.  We  have  already  heard  some 
of  the  factors  that  are  adversely  affecting  the  Flue-cured  crop.  And 
I  think  there  is  no  doubt  that  the  excise  tax  situation,  the  uncer- 
tainty on  the  domestic  content  legislation  and  the  excess  supply  sit- 
uation of  tobacco  in  the  world  market  are  going  to  adversely  affect 
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the  Burley  market  also.  But  I  think  we  have  a  much  better  quahty 
crop  than  you  all  have  experienced  in  the  Flue-cured  Belt  and  I 
think  this — I  agree  with  Mr.  Newman  that  this  is  probably  going 
to  result  in  our  tobacco  probably  receiving  a  lot  better  grades  com- 
pared to  the  Flue-cured  crop. 

But  overall,  despite  a  good  quality  crop  that  we  are  expecting,  I 
would  not  be  surprised  if  we  did  not  have  more  than  100  million 
pounds  to  go  under  loan  and  I  have  heard  some  people  indicating 
it  might  go  as  high  as  150  million  or  greater  this  year.  So  obvi- 
ously, our  price  supports  are  going  to  be  very  important  in  terms 
of  the  farmer,  and  we  did  have  an  increase  in  the  average  price 
support  this  year.  If  you  look  at  the  distribution  of  grades,  about 
60  percent  of  the  grades  that  we  typically  market  in  a  given  year 
will  have  a  price  support  of  $1.80  or  greater.  So,  that  tells  me  that 
while  we  probably  will  have  a  significant  amount  of  tobacco  to  go 
under  loan,  that  our  farmers  will  be  protected  somewhat  by  the 
safety  net  and  that  our  market  prices  should  be  fairly  similar  to 
what  we  had  last  year. 

I  agree  with  Mr.  Smith  that  we  are  probably  looking  at  a  10  per- 
cent cut  in  Burley  quotas  for  1994.  And  as  we  slowly  work  off  the 
world  Burley  excess  supply  situation,  we  potentially  could  have  an- 
other cut  in  1995.  There  is  no  doubt  that  farmers  and  farm  leaders 
throughout  this  State  are  very  concerned  about  this  situation, 
given  that  tobacco  accounts  for  about  one  out  of  every  four  dollars 
of  agricultural  cash  income  in  the  State. 

In  response  to  this  situation,  I  know  that  a  lot  of  our  farmers 
that  we  work  with  here  at  the  university  in  our  farm  groups  are 
looking  at  diversification  strategies.  We  have  a  lot  of  problems  on 
that  end,  due  to  the  fact  that  we  have  a  lot  of  price  and  income 
instability  with  some  of  these  diversification  schemes,  plus  we 
have,  at  this  point,  what  I  consider  a  very  inadequate  infrastruc- 
ture system  to  support  some  of  those  diversification  schemes. 

So  my  final  comment  is  that  as  I  travel  the  State  and  work  with 
the  farm  groups  and  work  with  the  farmers,  that  there  are  still  a 
lot  of  farmers  in  this  State  who  probably  are  going  to  try  to  weath- 
er out  the  storm  on  a  commodity  whose  future  depends  more  on 
what  happens  in  Washington,  DC,  than  on  traditional  economic 
forces.  And  that  is  basically  what  I  would  like  to  present  to  the 
subcommittee. 

And  again,  I  certainly  appreciate  the  opportunity  and  would  be 
glad  to  respond  to  any  questions. 

[The  prepared  statement  of  Mr.  Snell  appears  at  the  conclusion 
of  the  hearing.] 

Mr.  Rose.  It  has  occurred  to  me  while  I  have  been  sitting  here 
that  you  are  way  ahead  of  me,  sir,  in  having  this  hearing  in  your 
district,  and  I  am  going  to  have  to  go  back  home.  So  you  all  can 
expect  an  invitation  from  me  to  come  to  North  Carolina  to  do 
what — ^you  always  learn,  you  know,  from  keeping  up  with  these 
new  Congressmen.  And  this  is  the  right  message  for  you  all  to  be 
hearing  right  now  from  these  people  because  they  are  certainly  in 
charge  of  this  program.  These  are  the  people  that  run  the  tobacco 
program.  I  feel  very  lucky  that  Larry  Hopkins  is  where  he  is  and 
he  knows  Kentucky.  Scotty  and  I  know  that  we  are  going  to  keep 
him  on  in  that  job  as  long  as  we  can.  You  keep  looking  after  our 
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farmers  and  we  will  keep  you  there  for — ^you  will  be  there  forever, 
sir.  [Laughter.] 

Until  you  are  ready  to  run  for  something  else  or  whatever  you 
would  like  to  do.  [Laughter.] 

]VIr.  Baesler.  Just  do  not  make  it  Congress  right  now. 

]Vlr.  Rose.  Just  not  Congress.  [Laughter.] 

I  have  been  out  here  so  many  times  with  Mr.  Hopkins,  I  am 
scared  to  count.  But,  Larry,  we  love  you. 

Mr.  Hopkins.  Thank  you. 

Mr.  Rose.  Now,  Secretary  Smith  is  from  one  of  the  counties  in 
my  district.  I  do  not  happen  to  have  the  part  of  it  his  folks  live  in 
right  now.  But,  Columbus  County  is  one  of  the  bedrock  counties  of 
the  Seventh  District.  So,  Scotty,  we  ought  to  feel  pretty  comfortable 
with  what  we  have  here. 

Yes,  sir;  Mr.  Hopkins. 

Mr.  Hopkins.  Mr.  Chairman,  let  me  emphasize  what  Congress- 
man Baesler  was  talking  about.  As  ble£ik  as  this  looks  sometimes, 
there  is  always  some  good  news,  and  I  think  that  the  exports  prob-' 
ably  hold  a  bright  future  for  this  crop.  China,  which  you  already 
accurately  mentioned,  with  their  ad  valorem  of  50  percent;  we  need 
to  continuously  remind  ourselves  that  they  have  over  1  billion  peo- 
ple there,  and  300  million  of  them  consume  tobacco.  Yet,  we  only 
get  in  less  than  one-tenth  of  1  percent  of  our  commodity  in  there. 
So  there  is  a  lot  of  work  that  can  be  done  out  there  and  a  lot  of 
promise,  I  think,  that  the  future  holds  for  exports.  But  again,  Char- 
lie and  Scotty,  I  appreciate  the  opportunity  to  be  here  with  you. 

Mr.  Rose.  Thank  you  all  very  much.  We  will  excuse  you  at  this 
time. 

I  would  like  to  call  our  second  panel  at  this  time,  and  I  would 
like  to  add  a  new  member  to  the  second  panel  who  has  a  tight  trav- 
eling schedule.  Our  second  panel  is  Mr.  John  Berry,  Jr.,  the  presi- 
dent of  the  Burley  Tobacco  Growers  Cooperative  Association,  New 
Castle,  Kentucky,  accompanied  by  Danny  McKinney;  Mr.  William 
Sprague,  the  president  of  the  Kentucky  Farm  Bureau  Federation, 
Louisville,  Kentucky,  accompanied  by  Marshall  Coyle,  the  second 
vice  president.  And  then,  I  would  like  to  ask  Charlie  Whitley,  who 
is  a  former  Congressman  and  served  with  me  for  many  years  on 
the  Tobacco  Subcommittee  and  senior  to  me  in  the  Congress,  Con- 
gressman Charlie  Whitley,  a  senior  consultant  with  the  Tobacco  In- 
stitute in  Washington,  DC;  Mr.  John  Fritz,  Jr.,  tobacco  farmer  from 
Nicholasville,  Kentucky;  and  Mrs.  Mattie  Mack,  tobacco  farmer 
from  Brandenburg,  Kentucky. 

Thank  you  all  very  much  for  being  here.  We  are  delighted  to  be 
in  your  State.  And  I  understand  Mr.  Danny  McKinney  will  make 
comments  for  Burley  Grower  Co-op  president,  John  Berry. 

Mr.  McKinney. 

STATEMENT  OF  DANNY  McKINNEY  ON  BEHALF  OF  THE 
BURLEY  TOBACCO  GROWERS  COOPERATIVE  ASSOCLVTION 

Mr.  McKinney.  Thank  you,  Mr.  Chairman  and  Congressman 
Baesler.  Thank  you  both  for  being  here  today  and  the  opportunity 
for  us  to  get  together  to  discuss  this  very  important  issue.  Mr. 
Berry  is  tied  up  in  court  today  from  a  case  that  was  carried  over, 
so  he  will  not  be  able  to  attend.  I  want  to  talk  just  a  moment  about 
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what  is  going  on  over  at  the  Burley  Co-op  and  to  back  up  and  give 
just  a  little  bit  of  history. 

First  of  all,  a  subject  that  came  up  this  week  in  our  office,  and 
that  is  that  we  process  all  of  the  tobacco  for  the  Burley  Co-op  right 
here  in  Kentucky.  And  we  will  keep  trying  to  do  that  as  long  as 
possible  because  we  want  to  keep  those  jobs  in  Kentucky.  We  have 
four  processors  in  the  State  and  we  use  them  all.  Looking  at  the 
predictions  for  the  crop  this  year,  somewhere  along  the  line,  we 
may  have  to,  as  we  say,  "go  across  the  mountain"  to  process  some 
tobacco.  But  we  want  to  keep  that  tobacco  processed  here  in  Ken- 
tucky and  stored  here  as  long  as  we  can. 

I  am  not  going  to  go  through  a  lot  of  figures,  but  I  want  to  men- 
tion some  important  ones  as  to  what  is  going  on  with  the  co-op. 
The  1992  crop,  we  have  it  stored  at  the  present,  we  did  something 
a  little  different  on  it,  and  that  was  that  we  sold  all  of  the  stems, 
the  scrap  and  the  fiber  from  the  1992  crop.  We  got  to  thinking  that 
all  of  these  imports  keep  going  up  and  up,  and  to  a  great  extent, 
those  are  stems.  Why  in  the  heck  are  we  storing  our  stems?  So  we 
did  something  for  the  first  time  ever  this  year,  and  we  put  those 
up  for  bid  and  sold  them  for  about  three  times  what  we  were  actu- 
ally expecting.  So  we  felt  real  good  about  that. 

We  have  about  87  million  pounds  of  processed  tobacco  from  the 
1992  crop  stored.  It  is  worth  about  $220  million  or  so.  The  1991 
crop,  27  million  pounds  and  we  still  have  a  little  bit  of  1988.  The 

1987  crop,  we  sold  all  of  it  back  in  July,  I  think  it  was.  And  we 
had  held  on  to  it  for  a  long  time,  and  we  finally  decided  that  we 
would  have  to  offer  it  for  bids.  We  did  so  and  received  what  we 
thought  were  very  good  prices  for  that  tobacco. 

I  want  to  talk  for  just  a  moment  about  the  sales  from  the  co-op. 
We  sold  the  1992  stems,  scrap  and  fiber.  The  1991  crop,  we  have 
not  sold  any.  The  1990  crop — of  course,  in  that  year,  we  did  not 
take  any  tobacco  under  loan.  The  1989  crop — and  you  will  notice, 
we  keep  all  of  these  crop  years  separate — the  1989  crop,  we  only 
took  in  400,000  pounds  and  we  resold  it  without  processing  it.  The 

1988  crop,  we  have  sold  4V2  million  pounds  out  of  that  one.  And 
the  1987  crop  has  all  been  sold,  as  I  mentioned.  I  know  you  are 
not  going  to  remember  all  of  these  figures,  but  the  point  I  want  to 
make  is  that  though  we  are  taking  tobacco  in,  we  are  able  to  move 
some  out. 

The  pool  take  over  the  past  5  years — and  I  want  to  run  over  it 
real  quick — 1992  was  142  million  pounds  farm  weight;  1991,  43 
million;  1989-1990,  virtually  none;  1988,  15  million  pounds;  in 
1987,  going  back  6  years,  we  took  in  90  million  pounds. 

While  those  figures  may  not  mean  a  whole  lot,  if  you  total  them 
up,  you  are  talking  about  on  hand  right  now  119  million  pounds 
of  processed  tobacco.  If  we  look  back  to  years  1981,  1982,  and  1983, 
we  took  in  over  500  million  pounds  back  during  that  time.  And  be- 
cause of  some  efforts  of  Congressman  Rose  and  Congressman  Hop- 
kins and  others  that  worked  on  our  behalf,  we  were  able  to  get 
some  legislation  and  that  tobacco  has  all  been  sold.  I  know  Flue- 
cured  stabilization  at  one  time  had  11  years  of  tobacco  on  hand. 
And  right  now,  we  are  only  looking  at  3  years.  So  we  are  not  in 
too  bad  a  shape  as  far  as  that  goes. 
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We  are  not  real  concerned  with  our  level  right  now,  and  I  am  not 
even  so  concerned  when  we  talk  about  receiving  150  million  pounds 
under  loan  this  year.  I  would  certainly  like  to  take  less.  What  real- 
ly concerns  me  is  when  we  have  142  million  last  year,  142  million 
this  coming  year,  and  what  if  we  should  come  up  with  a  year  like 
1983  with  a  crop  that  is  very  undesirable  and  really  took  a  big 
load — 250  to  300  million  pounds?  That  is  the  scary  part.  So  we  are 
bumping  the  top  right  now  as  far  as  the  comfort  zone  goes. 

I  will  stop  with  that  and  would  be  glad  to  answer  other  questions 
later. 

Mr.  Baesler.  The  question  I  have,  Danny,  when  you  say  you 
sold  it,  who  did  you  sell  it  to  and  for  how  much? 

Mr.  McKlNNEY.  We  priced  this  tobacco  based  upon  what  we  paid 
for  the  tobacco — what  the  farmer  received  for  it,  the  expense — all 
of  the  expenses  that  we  have  in  the  tobacco.  And  every  month,  we 
send  out  an  inventory  list,  or  at  least  on  a  periodic  basis.  We  send 
these  inventory  and  price  lists  out  to  all  potential  buyers.  We  have 
a  mailing  list  of  something  over  100  entities  that  we  send  this  to. 
And  we  have  people  working  on  our  behalf  in  an  office  in  Washing- 
ton, the  Burley  Association,  trying  to  work  on  exports.  And  while 
we  do  not  sell  directly  on  the  export  market,  we  have  people  there 
working  on  our  behalf  And  then,  we  sell  this  tobacco  to  the  dealers 
and/or  manufacturers. 

Mr.  Baesler.  So  basically,  do  we  sell  the  tobacco  to  the  same 
people  that  buy  it  at  our  markets? 

Mr.  McKlNNEY.  That  is  right. 

Mr.  Baesler.  So  let  us  assume  that — I  do  not  want  to  get  into 
a  lot  of  figures,  but  if  you  had  the  1990 — 1988  crop  that  we  still — 
you  said  you  sold  the  1992  crop  or  something.  They  could  have 
bought  it  at  the  warehouse  for  $1.80  that  we  are  talking  about,  but 
what  can  they  buy  it  for  when  they  buy  it  back  from  you  after  the 
pool?  My  concern  is,  if  you  let  it  go  through  the  warehouse  and  you 
do  not  buy  it,  just  wait  to  get  it  back  a  second  time  around,  you 
are  selling  to  the  same  people.  So  what  is  really  the  difference  in 
the  price?  The  farmer  is  making  up  this  difference,  we  need  to — 
we  understand. 

Mr.  McKlNNEY.  We  have  a  question  posed  to  us  quite  often.  Are 
the  companies  just  letting  the  pool  take  it  and  are  they  coming 
back  later  to  get  it  at  a  discount?  And  that — to  me,  that  does  not 
happen. 

First  of  all,  we  have  to  hire  an  outsider  or  a  contractor  to  process 
this  tobacco  for  us.  They  can  process  it  cheaper  than  we  can.  And 
I  am  saying  the  manufacturer  or  that  dealer  that  wants  to  buy  it 
off"  that  warehouse  floor.  He  can  do  all  of  those  things  cheaper  than 
we  can  since  we  are  not  owners  of  the  facility.  When  we  get 
through,  we  charge  him  for  everjrthing  that  we  have  in  that  to- 
bacco, plus  a  very  small  administrative  fee. 

Like  all  businesses,  you  can  only  inventory  so  much  for  your  own 
use.  And  so,  they  can  come  back  to  our  general  store  somewhere 
down  the  road  and  we  have  tobacco  for  them  to  pick  from.  Their 
wants  and  needs  may  change  1  year  from  now,  2  years  from  now, 
and  they  can  come  to  our  inventories  and  pick  some  tobacco  that 
they  did  not  know  they  needed  2  years  ago. 
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Mr.  Baesler.  One  thing  I  would  like  if  you  could  provide — I 
know  you  do  not  have  it  today — I  would  like  to  have  provided  to 
my  office  the  prices  paid  for  the  inventory  tobacco  that  you  had 
from  the  dealers,  what  they  paid  to  get  it.  As  far  back  as  1987 — 
previous  to  that  is  no  concern.  I  think  you  have  the  grade,  the  price 
that  they  paid,  and  I  think  we  would  have  available  to  us  the  sup- 
port price  that  was  on  the  grade  on  the  warehouse  floor  the  day 
it  was  sold.  Because  I  think  we  need  to  answer  the  question  very 
clearly  to  people,  farmers,  especially  in  light  of  what  might  happen. 
Our  worry  this  year  is  that  nobody  is  waiting  to  come  through  the 
back  door  to  buy  this  tobacco  because  even  though  the  farmer  gives 
his  or  her  $1.80 — this  no-net  cost  thing  here,  the  difference  is,  the 
farmer  picks  it  up,  so  it  is  not  a  free  ride.  I  think  it  is  very  impor- 
tant to  find  out  the  history  of  what  the  resold  tobacco  brought  and 
how  much  discount  actually  the  company  came  in  or  whoever 
bought  it  got  because  they  waited. 

Mr.  McKlNNEY.  At  this  time,  maybe  it  is  a  good  time  to  back  up 
and  talk  about  the  no-net  program  and  how  that  is  affected  when 
we  sell  tobacco.  We  have  heard  several  comments  this  morning 
about  no-net  doing  this,  going  up.  Most  farmers,  like  myself,  recog- 
nize that  you  pay  a  no-net  fee  of  1  penny,  but  what  the  heck  is 
that? 

And  real  quickly,  when  the  farmer  takes  his  tobacco  to  the  ware- 
house floor  and  displays  it  and  it  is  graded,  there  is  a  support  price 
that  will  go  with  that  particular  grade.  If  the  manufacturer  or  deal- 
er is  willing  to  pay  at  least  a  penny  above  that  support  price,  of 
course,  the  manufacturer  takes  it  home  with  him.  If  not,  then  it 
goes  to  the  pool — goes  to  the  co-op.  That  farmer  gets  paid  that  day 
just  the  same  as  if  one  of  the  manufacturers  or  dealers  bought  it. 
We  take  it,  we  process  it,  we  store  it,  and  somewhere  down  the 
road,  we  hope  to  sell  the  tobacco.  When  we  sell  that  tobacco,  then 
we  back  up  and  we  pay  off  a  loan  that  we  received  at  the  time  that 
that  farmer  got  his  money.  When  we  go  through  this  season  and 
we  have  paid  these  warehousemen  $200  to  $300  million  for  this  to- 
bacco this  year,  our  co-op  does  not  have  that  kind  of  money,  so  we 
go  to  the  Commodity  Credit  Corporation  and  borrow  the  funds. 
Once  we  have  done  that,  we  will  pay  them  back — when  we  sell  the 
tobacco,  we  will  pay  them  back  with  interest. 

Now,  what  happens  if  we  come  up  and  have  to  discount  a  crop, 
just  like  we  did  in  1987,  particularly  in  July?  We  sold  that  tobacco 
at  less  than  what  we  had  invested.  In  order  to  do  that  and  in  order 
to  be  able  to  pay  that  loan  off,  then  we  go  to  the  no-net  cost  fund 
and  pull  some  money  out  of  it  to  finish  paying  off  the  Commodity 
Credit  Corporation.  And  that  way,  it  is  a  no-net  cost  to  the  tax- 
payers out  here. 

Fortunately,  our  cooperative  here  in  Lexington  has  only  used 
$1.2  million  of  that  no-net  funds  in  the  past  10  years  or  so.  Now, 
Flue-cured  stabilization  has  a  little  different  philosophy.  They  use 
quite  a  bit  of  money.  They  may  use  $15  to  $20  million  of  it,  but 
they  bring  it  in  and  turn  it  over.  We  just  happen  to  operate  on  a 
different  policy. 

When  we  have  to  go  to  that  no-net  fund,  and  let  us  say  instead 
of  using  $1  million  or  so,  what  if  we  had  gone  to  it  last  year  and 
used  $20  million  out  of  it?  Then,  this  year,  instead  of  that  farmer 


77-570  -  94  -  3 


30 

paying  1  penny  a  pound  on  his  tobacco,  he  may  have  had  to  pay 
5,  6  or  8  cents  or  whatever.  So  that  no-net  fund  is  there  to  scotch 
for  these  loans,  but  it  is  not  to  be  used  recklessly  and  at  the  same 
time,  we  want  to  protect  that  thing  for  down  the  road. 

Mr.  Baesler.  I  think  the  point  we  have  to  emphasize  to  the 
farmer  is  that  we  are  still  responsible  for  the  1988  crop  or  1987 
crop  or  1986  crop.  So,  if  we  do  not  scotch  it,  we  could  still  look  to 
go  back  in  and  have  to  pay  no-net  cost.  So,  we  do  not  ever  leave 
that. 

Mr.  McKlNNEY.  That  is  right. 

Mr.  Baesler.  And  a  lot  of  times — it  is  not  a  1-year  thing. 

I  will  shut  up  now,  Charlie. 

Mr.  Rose.  No,  you  brought  out  some  very  good  points,  and  I 
want  to  compliment  you,  Mr.  McKinney,  on  what  you  pointed  out 
was  a  difference  in  philosophy  between  the  Burley  Tobacco  Grow- 
ers Co-op  Association  and  the  Flue-cured.  You  are  right,  the  Flue- 
Cured  Association  has  done  more  discounting,  rolling  over  more  of 
that  money.  You  and  John  Berry  have  taken  the  position  that  that 
money  belongs  to  the  farmers  and  it  should  be  very  carefully  used. 
And  I  compliment  you  for  that  because  once  you  go  down  that  road 
of  quickly  discounting  to  move  the  tobacco  out  of  stabilization,  the 
companies  get  used  to  that  and  they  expect  you  to  be  a  discount 
shop  from  then  on.  And  what  you  all  do  is  save  your  bullets  for  the 
real  battles,  and  I  compliment  you  for  that. 

I  do  not  have  any  other  comment,  except  do  you  have  any  more 
of  that  wonderful  1983  crop  around?  [Laughter.] 

Mr.  McKinney.  No,  but  I  would  say  some  of  the  manufacturers 
might  still  have  some.  [Laughter.] 

Mr.  Rose.  Well,  they  got  it  at  a  bargain. 

I  am  going  to  recognize  the  president  of  the  Kentucky  Farm  Bu- 
reau Federation,  and  then  Charlie  Whitley  and  let  him  catch  his 
plane.  Mr.  William  R.  Sprague  is  the  president  of  the  Kentucky 
Farm  Bureau  Federation,  Louisville,  Kentucky,  and  he  is  accom- 
panied by  Mr.  Marshall  Coyle,  the  second  vice  president. 

It  is  good  to  see  you  both  again.  Mr.  Sprague,  we  are  happy  to 
hear  from  you. 

STATEMENT  OF  WILLIAM  R.  SPRAGUE,  PRESIDENT,  KEN- 
TUCKY FARM  BUREAU  FEDERATION,  ACCOMPANIED  BY 
MARSHALL  COYLE,  SECOND  VICE  PRESIDENT 

Mr.  Sprague.  Thank  you.  Congressman  Rose.  We  are  very 
pleased  that  you  could  take  the  time  from  your  busy  schedule  to 
come  to  Lexington  to  visit  the  bluegrass  area.  We  think  it  is  right 
fitting  that  you  would  come  here  to  Lexington  in  the  heart  of  the 
Burley  country  and  also  to  come  at  a  time  when  you  can  think 
about  the  best  basketball  team  in  the  Nation,  too.  [Laughter.] 

Mr.  Rose.  Carolina? 

Mr.  Sprague.  We  are  starting  practice  tonight,  so  we  are  getting 
ready  for  that. 

But  we  want  to  thank  you  in  particular  for  the  fine  work  that 
you,  along  with  Senator  Ford  and  the  whole  Kentucky  delegation. 
Congressman  Baesler,  in  particular,  for  the  work  you  did  on  the 
import  legislation.  We  know  what  an  uphill  battle  that  was  and 
how  difficult  and  how  astute  you  fellows  were  in  working  that 
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through  and  we  want  to  thank  you  very  much  for  that.  We  are 
quite  proud  of  our  whole  Kentucky  delegation  and  the  work  that 
they  do.  I  know  you  are  equally  proud  of  your  North  Carolina  folks, 
but  we  in  Kentucky  are  quite  privileged  to  have  had  Larry  Hopkins 
serve  on  your  subcommittee  and  now,  Congressman  Baesler,  who 
has  hit  the  ground  running  representing  the  farm  interests  of  our 
State,  and  we  do  appreciate  that  very  much. 

I  will  say  that  we  are  very  concerned  about  this  import  legisla- 
tion and  especially  looking  forward  to  seeing  how  the  guidelines 
are  going  to  be  prepared  on  how  it  is  going  to  be  implemented.  I 
think  the  growers  of  this  State  are  very  interested  in  seeing  that 
the  intent  of  that  legislation  is  carried  out  to  its  fullest,  and  we 
hope  you  do  hold  those  prayer  meetings  right  regularly  with  appro- 
priate people  to  get  that  word  across. 

But  then,  I  would  also  say  that  we  as  growers  realize  this  is  a 
short-term  fix,  that  this  is  not  the  answer  to  our  problem.  And  we 
would  seek  any  solution,  especially  from  the  companies  or  other — 
especially  opening  up  some  dialog  on  how  we  can  sell  more  tobacco 
in  these  other  countries.  I  think  we  have  a  big  task  ahead  of  us 
to  do  just  that. 

I  think  I  would  like  to  spend  just  a  few  minutes  preaching  to  the 
choir  again  here.  I  think  we  in  Kentucky  sometimes  forget  just  how 
important  tobacco  is  to  our  economy.  Aiid  I  think  the  figures  have 
been  brought  out  here  to  show  just  what  an  important  asset  that 
is  to  the  whole  State  of  Kentucky.  I  think  what  we  tend  to  forget 
is  that  when  you  get  from  the  total  figures,  what  it  really  amounts 
to  is  the  61,000  tobacco  farmers  that  are  highly  and  almost  totally 
dependent  upon  a  tobacco  income  for  their  stability  in  agriculture. 
And  I  think  people  tend  to  forget  that  when  we  talk  about  making 
these  cuts  or  this  cut  or  this  cut.  When  it  gets  to  the  individual 
lives  of  our  farm  and  our  families  that  are  affected,  and  we  as  a 
grower  organization  are  very  much  concerned  about  that. 

We  are  just  devastated  by  the  fact  of  what  this  75  cent  tobacco 
tax  can  do  to  our  Burley  growers,  and  then  added  to  the  insult  of 
the  nonsmoking  tobacco  taxes  that  were  added  were  just  out- 
rageous— some  of  those  increases  up  to  10,000-percent  increase — 
just  unreal.  And  it  is  going  to  have  a — just  an  almost  disaster  on 
our  farmers  in  our  western  part  of  the  State  that  raise  dark  to- 
bacco for  the  snuff  and  the  other  nonsmoke-type  tobacco. 

So  we  know  we  are  preaching  to  the  wrong  people  here,  but  we 
want  to  encourage  you  to  fight  that  with  all  of  your  might.  We  have 
to  have  some  relief  in  that  area,  or  else  it  is  going  to  have  such 
a  devastating  effect  on  Kentucky's  agriculture  that  it  is  going  to  be 
very  difficult  to  overcome. 

I  think  several  items  have  been  mentioned  about  alternative 
crops.  We  here  in  Kentucky  have  worked  very  hard,  especially  at 
this  time,  with  an  Ag  2000  project  where  we  are  trying  to  look  for 
other  alternatives  to  increase  our  agricultural  income  mainly  to 
supplement  our  tobacco  crops  and  to  help  our  farmers  to  survive 
in  these  difficult  times.  So  we  are  striving.  We  are  working  very 
hard  to  find  those  answers  and  to  come  up  with  some  solutions  to 
help  us. 

I  think  if  you  look  at  our  farming  operations  in  Kentucky,  the 
size  of  our  farms,  our  culture,  our  climate,  Burley  tobacco  is  what 
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we  do  best.  We  feel  like  we  can  compete  with  anyone  in  the  world 
on  the  quality  and  quantity  of  Burley  tobacco  and  we  feel  strongly 
that  we  should  be  able  to  do  this  without  big  Uncle  Sam  putting 
the  clamps  on  us  to  literally  destroy  our  industry.  And  we  feel  that 
is  what  this  is.  It  is  a  tax.  It  is  being  used  as  an  excuse  to  raise 
money  for  health  care,  but  when  you  look  into  all  of  what  is  going 
to  happen  with  this  tax — the  decrease  in  consumption,  the  loss  that 
is  going  to  come  about  from  this,  the  U.S.  Government  is,  at  the 
best,  going  to  only  receive  about  one-half  of  these  taxes  that  they 
are  thinking  they  are  going  to  receive  from  this  increase.  And  how 
that  is  going  to  made  up  at  the  local  and  State  levels  are  going  to 
be  very,  very  difficult  for  everyone  concerned. 

So  we  in  the  Kentucky  Farm  Bureau  Federation  are  set  to  work 
in  every  possible  way  that  we  can  to  help  to  lower  this  tax,  to  de- 
feat it.  We  were  quite  proud  that  the  American  Farm  Bureau  Fed- 
eration is  taking  a  stand  opposing  these  higher  taxes.  They  are 
going  to  be  working  in  their  delegations  to  help  get  some  friends 
for  you  on  this  issue.  I  know  when  you  count  the  purely  tobacco 
votes,  the  number  is  fewer  and  fewer  all  of  the  time.  So  hopefully, 
we  can  get  some  allies  in  this  industry,  in  the  whole  tobacco  indus- 
try, to  help  us  fight  this  tax  and  to  pull  it  back  into  something  that 
we  can  reasonably  live  with  without  completely  destroying  our  in- 
dustry. 

So  we  want  to  thank  you  for  your  fight  and  your  help  in  this 
issue  and  offer  our  support  that  we  are  there  to  help  you  in  any 
way  we  can  to  get  this  rolled  back  as  much  as  we  possibly  can. 

Mr.  Rose.  Thank  you  very  much. 

Following  right  behind  you  is  a  man  of  similar  thinking,  and  that 
is  Charlie  Whitley,  senior  consultant,  Tobacco  Institute,  Washing- 
ton, DC. 

Charlie,  we  are  glad  to  have  you  and  we  will  be  happy  to  hear 
from  you. 

STATEMENT  OF  CHARLIE  WHITLEY,  SENIOR  CONSULTANT, 

TOBACCO  INSTITUTE 

Mr.  Whitley.  Thank  you,  Mr.  Chairman.  It  has  been  a  privilege 
over  the  years  to  serve  with  you,  with  former  Congressman  Larry 
Hopkins;  his  predecessor,  John  Breckenridge,  on  the  House  Agri- 
culture Committee.  We  have  all  fought  a  lot  of  tobacco  battles.  Like 
you,  this  is  not  the  first  time  I  have  been  in  this  auditorium  at  a 
tobacco  hearing. 

For  the  past  7  years,  I  have  served  as  senior  consultant  to  the 
Tobacco  Institute  in  Washington.  That  is  the  trade  association  for 
most  of  the  major  cigarette  manufacturers.  So  officially,  I  am  here 
as  a  representative  of  those  companies.  I  am  not  trying  to  repudi- 
ate or  disclaim  that  relationship,  but  I  will  just  tell  you  that  my 
wife  and  her  brother  still  own  their  family  tobacco  farm.  It  has 
been  in  their  family  since  1938.  I  have  worked  on  that  farm,  we 
got  our  rent  from  it  last  week.  And  she  never  fails  to  tell  me  every 
weekend  when  I  go  home  to  North  Carolina,  if  you  lose  that  to- 
bacco program,  we  will  not  get  enough  rent  off  that  farm  to  pay  the 
taxes,  and  that  is  right. 

So,  I  am  in  the  tobacco  growing  business.  I  served  in  Congress 
representing  the  district  in  North  Carolina  that  grew  more  leaf  to- 
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bacco  than  any  other  district  in  the  country.  So  I  hope  that  you  all 
realize  that  while  I  now  speak  as  a  representative  of  the  cigarette 
manufacturers,  that  I  have  a  long  interest  and  a  long  history  in 
leaf  tobacco. 

Having  said  that,  Mr.  Chairman,  I  will  never  forget  the  day  you 
and  I  walked  off  the  House  floor  in  Washington  after  having  been 
successful  in  defeating  an  amendment  offered  by  a  gentleman 
named  Simanski  that  would  have  totally  abolished  the  tobacco  pro- 
gram. And  you  talk  about  two  guys  looking  like  whipped  dogs 

Mr.  Rose.  That  was  1982. 

Mr.  Whitley.  But  we  had  won  the  battle.  And  you  have  been  in 
Washington  now — this  is  your  21st  year  in  the  Congress.  But  I  bet 
you  do  not  remember  a  tougher  fight  than  that  one. 

And  you  also  can  remember  a  little  more  recently  than  that 
when  we  really  were  worried  about  losing  our  whole  program.  And 
the  reason  was  that  the  price  support  formula  at  that  time  just 
automatically  ratcheted  up  and  we  had  gotten  to  the  point  where 
our  stabilization  stopped.  Do  you  remember  that,  Danny?  Both  in 
Burley  and  Flue-cured,  it  had  just  gotten  up  to  dangerous  levels 
and  we  were  threatened  with  the  loss  of  the  whole  program  and 
we  traveled  all  over  the  Southeastern  United  States  and  held  a  lot 
of  field  hearings.  And  we  thrashed  that  thing  out  and  we  came  up 
with  the  no-net  cost  program.  That  is  not  a  perfect  program.  I  do 
not  think  there  is  a  perfect  program.  I  was  interested  in  hearing 
Mr.  Sprague  say  that  he  realized  that  the  domestic  content  law  is 
a  temporary  stopgap  measure.  We  in  the  institute  did  not  have  any 
involvement  in  that.  Our  member  companies  did  as  such;  we  did 
not,  except  our  lawyers  a  little  bit,  but — and  I  am  not  prepared  to 
comment  in  depth  on  that  one  way  or  another. 

But  I  do  want  to  say  this,  and  Mr.  Chairman,  I  want  to  defend 
the  companies  a  little  bit.  You  mentioned  the  difference  between  a 
price  support  and  a  tax  increase.  I  think  there  are  three  big  dif- 
ferences in  a  price  increase  by  a  company  and  an  increase  in  excise 
tax.  The  first  one  is — and  you  noted  that — a  price  increase  goes  to 
the  company.  It  goes  to  the  company  and  the  stockholders  and 
helps  the  companies  to  promote  and  advertise  and  sell  their  prod- 
uct and  helps  them  to  pay  the  growers  a  good,  decent  price  for 
their  crop  and  helps  them  to  do  the  things  and  enable  them  to  sell 
tobacco.  An  excise  tax  goes  to  the  Federal  Government.  It  does  not 
do  those  things. 

The  other  thing  is  that  it  has  been  a  good  while  now  since  we 
had  a  one-price  cigarette  market  out  there.  A  lower  income  smoker 
who  decides  that  he  cannot  afford  to  pay  the  price  for  premium  cig- 
arette brands  can  buy  a  discount  brand  for  less  than  half  the  price 
of  a  premium  brand.  We  have  gotten  into  pretty  serious  price  com- 
petition now,  and  as  a  result  of  that,  the  people  who  are  affected 
by  the  high  cost  of  cigarettes  have  already  gotten  down.  If  you  add 
75  cents  a  pack,  it  goes  on  across  the  board,  not  just  on  the  $2  pre- 
mium brand,  but  on  the  $1  discount  brand.  And  the  low-income 
smoker  who  said  OK,  I  cannot  afford  $2,  and  has  gone  down  to  $1, 
you  put  on  75  cents,  he  is  going  back  up  to  $1.75.  And  the  compa- 
nies are  generally  suggesting  that — the  companies  would  not  need 
to  really  increase  the  price,  they  could  absorb  that. 
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Well,  in  the  Wall  Street  Journal  just  this  past  week,  they  re- 
ported that  Phillip  Morris'  biggest  cigarette  manufacturers,  their 
net  profits  had  dropped  25  percent  in  the  third  quarter.  RJR's 
earnings  in  the  third  quarter  fell  58  percent.  And  you  know,  Mr. 
Chairman,  down  in  Winston-Salem,  they  are  having  some  pretty 
severe  cuts  at  RJR. 

So  the  companies,  while  they  are  still  profitable — and  those  two 
big  ones  are  big  multinational  conglomerates,  but  still,  they  are 
having  a  very  severe  loss  of  profits.  And  so,  they  really  certainly 
are  not  going  to  be  in  a  position  to  absorb  a  big  tax  increase  and 
let  it  just  come  out  of  profits.  So  the  companies  are  not  just  crying 
wolf  when  they  say  to  you  that  their  sales  are  going  to  be  dras- 
tically affected  by  an  excise  tax  increase  of  anything  like  this  mag- 
nitude. 

We  had  Price  Waterhouse — which  I  guess  is  about  the  most  rep- 
utable statistical  accounting  and  economic  firm  in  the  Nation — to 
do  a  survey  and  determine  for  us  as  best  they  could  what  the  eco- 
nomic loss  would  be  nationwide  and  statewide  on  a  75  cent  excise 
tax  increase.  In  the  United  States,  they  estimated  a  total  loss  of 
273,000  jobs.  This  is  in  the  core  sector  and  in  the  retail  trade,  deal- 
ers— everything  across  the  board — all  of  the  ripple  effect  in  tobacco. 
They  estimated  national  economic  losses  in  excess  of  $8  billion.  In 
the  State  of  Kentucky,  they  came  up  with  a  figure  of  16,500  loss 
in  jobs  and  $313  million  in  payroll  losses.  That  is  not  our  numbers; 
that  is  Price  Waterhouse  numbers.  So,  the  threat  of  what  a  75  cent 
excise  tax  will  do  for  us  is  very  real. 

Let  me  say  this,  I  think  just  a  general  proposition.  I  think  it  is 
an  honest  statement — and  Randy  Harrison  from  B&W,  I  believe  is 
going  to  testify  in  a  little  while — I  think  it  is  an  honest  statement 
to  say  that  the  American  cigarette  manufacturers,  for  a  variety  of 
reasons,  want  to  buy  and  use  American  tobacco  in  their  manufac- 
ture of  cigarette  products.  There  are  many  reasons  for  that.  The 
quality  is  unmatched.  It  is  a  dependable  supply.  The  political  rela- 
tionship is  important.  There  are  a  lot  of  reasons  why  the  companies 
want  to  buy  American  tobacco. 

It  has  been  mentioned  by  other  witnesses  and  maybe  by  those 
who  follow  me  that  all  of  us  can  see  a  shrinking  domestic  cigarette 
market.  When  the  first  Surgeon  General's  report  on  smoking  and 
health  came  out  in  1964,  Dr.  Luther  Terry  was  Surgeon  General 
in  the  Kennedy  administration,  about  56  percent  of  adult  Ameri- 
cans smoked  cigarettes.  Today,  it  is  down  to  26  percent.  In  a  little 
less  than  30  years,  the  consumption  of  cigarettes  by  American 
adults  has  dropped  by  30  percent,  but  it  has  not  been  a  steady  de- 
cline of  1  percent  a  year.  In  the  last  10  years,  the  decline  has  been 
at  the  rate  of  2  to  3  percent  a  year. 

With  the  threatened  increase  in  excise  taxes,  with  all  of  the  regu- 
lations that  we  are  getting  now  at  every  level  of  government  and 
in  the  private  sector,  placing  more,  more  and  more  restrictions  on 
indoor  smoking,  with  all  of  the  antismoking  groups  being  better  or- 
ganized than  ever,  better  coordinated  than  ever,  better  financed 
than  ever — with  public  funds  in  many  instances.  We  have  had 
States  like  Massachusetts  and  California  that  have  increased  the 
excise  tax  and  earmarked  the  proceeds  for  antismoking  education 
and  other  activities.  And  the  Federal  Government  has  various  pro- 
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grams  where  they  are  doing  the  same  kind  of  thing,  not  only  dis- 
seminating information,  but  actually  things  like  Operation  Assist. 
They  are  putting  out  money  to  local  groups  they  are  using  to  lobby 
local  governments. 

Mr.  Rose.  Go  ahead. 

Mr.  Sprague.  That  is  the  kind  of  thing  we  are  up  against,  and 
I  think — we  can  assume  that  the  domestic  market  will  shrink.  That 
means  the  future  is  overseas.  The  future  of  tobacco  is  overseas.  If 
our  companies  are  going  to  continue  to  make  a  profit,  that  is  where 
they  are  going  to  have  to  make  it.  In  the  long  run,  if  American  leaf 
is  going  to  continue  to  be  a  profitable  commodity  for  you  to  grow, 
that  is  where  it  is  going  to  have  to  go,  so  I  think  it  is  very  impor- 
tant— you  said  the  same  thing — for  the  companies  and  the  growers 
to  stay  just  as  close  together  and  work  hard  to  solve  these  prob- 
lems so  that  we  can  together  continue  to  make  a  profit,  both  the 
manufacturers  and  the  growers,  overseas. 

Mr.  Rose.  Thank  you,  Mr.  Whitley,  for  your  excellent  statement 
and  we  appreciate  you  being  here.  And  you  feel  free  to  head  to  the 
airport  whenever  you  would  like.  Mr.  Baesler  has  a  question. 

Mr.  Baesler.  Charlie,  I  have  to  ask  you  a  couple  of  questions. 
Whether  in  the  market  in  the  Flue-cured,  do  you  attribute  any  of 
the — more  of  the  tobacco  going  to  the  pool  to  do  with  the  compan^s 
discomfort  with  the  regulation  or  to  do  with  the  import? 

Mr.  Whitley.  I  think,  as  has  been  mentioned  before,  Mr. 
Baesler,  there  are  several  factors  there.  One  is,  as  we  all  know,  the 
quality  of  the  crop  was  not  what  it  might  have  been.  Another  is 
that  company  profits  are  down.  They  are  not  building  up  their 
stocks  as  fast  as  they  have  in  the  future,  in  some  instances.  They 
do  not  know  what  is  going  to  happen  on  the  excise  taxes.  So  it  is 
a  variety  of  factors.  It  is  not  just  a  matter  of  import/export.  Those 
purchases  were  down  for  this  year. 

Mr.  Baesler.  Charlie,  what  concerned  me  a  great  deal  is  that  it 
looks  like  there  is  a  press  on  by  the  companies  to  buy  all  of  the 
import  they  can  before  the  restrictions  go  in  place,  and  that  is  con- 
cerning because  as  Mr.  Hopkins  pointed  out  earlier,  in  September 
of  1993,  we  are  already  equal  to  what  we  had  in  1992.  It  seems 
that  there  is  a  movement  on  to  buy  all  of  the  imports  they  can,  and 
that  does  not  seem  to  be  a  good  faith  effort.  Why  such  an  increase? 

Mr.  Whitley.  I  really  do  not  have  the  answer  to  that,  Mr. 
Baesler.  I  know  the  figures  you  are  referring  to  and 

Mr.  Rose.  So  you  are  not  disputing  the  figures? 

Mr.  Whitley.  I  do  not  dispute  the  figures. 

Mr.  Rose.  There  has  been  a  doubling 

Mr.  Whitley.  I  do  not  dispute  the  figures. 

Mr.  Rose.  All  right. 

Mr.  Baesler.  I  think  he  gave  that  answer.  I  have  one  more  ques- 
tion. What  did  you  have  to  say,  Charlie? 

Mr.  Whitley.  I  just  had  one  other  comment,  and  that  is  that  I 
have  been  on  the  Washington  scene  in  one  capacity  or  another  for 
33  years  now.  I  have  been  very  heavily  involved  with  tobacco  and 
all  of  that,  and  I  never  saw  a  man  come  to  Congress  with  the 
knowledge  and  the  expertise  about  tobacco  that  this  gentlemen, 
Congressman  Beasler,  has.  It  has  been  a  great  pleasure  to  work 
with  somebody  who  really  knows — I  do  not  mean  that  Larry  Hop- 
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kins  and  John  Breckenridge  and  other  people  did  not — but  they 
were  not  growers.  It  is  a  real  pleasure  to  work  with  a  gentleman 
who  really  knows  tobacco. 

Mr.  Baesler.  I  appreciate  that.  Now  let  me  ask  you  one  more 
question.  [Laughter.] 

Mr.  Rose.  Make  it  tough,  now. 

Mr.  Baesler.  We  have  heard  a  lot  of  concerns  about  the  pool  this 
year  in  Burley.  Do  you  have  any  information — do  you  anticipate 
that  the  Burley  people  could  experience  a  feeling  by  the  companies 
that — let  me  back  up.  We  know  the  companies  have  increased  the 
imports  tremendously  over  the  last  several  months  for  some  rea- 
son. We  know  that  in  the  Flue-cured,  more  went  to  the  pool  than 
necessary;  some  for  different  reasons.  We  know  that  the  companies 
are  always  comparing  our  prices  with  those  that  you  pay  the  for- 
eign market.  What  comfort  can  you  give  the  farmers  here  or  other 
people  in  Burley  that  we  are  not  going  to  just  allot  the  tobacco  that 
you  have  here  in  this  coming  market,  rather  than  try  to  actually 
bid  on  it? 

Mr.  Whitley.  I  really  cannot  speak  for  our  companies.  I  have 
not,  had  in-depth  conversation  with  the  legal  department  there. 
You  have  one  of  our  company's  managers  of  the  legal  department 
that  is  going  to  testify  here  shortly.  I  would  really  honestly  be  sur- 
prised if  as  big  a  percentage  of  Burley  goes  into  the  pool  for  a  lot 
of  reasons.  I  do  not  think  that  the  quality  in  Burley  is  down  to  the 
degree  it  was. 

But,  the  total  amount  out  there  on  the  world  market  affects  this 
a  lot.  Burley  not  only,  of  course,  is  used  in  American  products,  but 
it  is  sold  as  leaf  overseas.  And  as  a  result,  when  you  have  a  big 
quantity  of  tobacco,  both  Burley  and  Flue-cured,  floating  out  there 
on  the  world  market,  it  is  just  bound  to  reflect  itself  in  the  price 
and  the  purchases,  and  that  is  there.  But  Dan  McKinney's  guess 
would  really  be  better  than  mine.  Mine  would  be  a  guess. 

Mr.  Baesler.  I  would  like  to  ask  one  more  question  and  I  will 
quit.  How  can  we  hope  to  increase  the  sales — in  other  words,  there 
is  a  rumor  around  that  the  companies  own  the  tobacco  businesses 
in  the  other  countries.  That  is  a  rumor — whether  it  is  true  or  not. 
How  can  we  hope  to  increase  our  sales  basically  if  the  companies 
themselves  are  who  we  are  trying  to  compete  with  in  the  foreign 
countries? 

Mr.  Whitley.  Well  again,  my  answer  to  you  on  that  one,  Con- 
gressman, is  that  we  need  to  continue  to  work  with  the  companies 
to  negotiate  a  grievance  so  that  we  can  continue — both  the  compa- 
nies and  the  growers — for  them  to  use  your  product  at  a  profit  for 
both  of  you. 

Mr.  Baesler.  Thank  you,  Charlie. 

Mr.  Rose.  Charlie,  thank  you  very  much. 

We  will  excuse  you  at  this  time. 

We  are  concerned  about  companies  manufacturing  a  lot  of  their 
cigarettes  overseas,  but  I  will  point  out  to  the  panel  that  the  House 
Ways  and  Means  Committee  is  aware  of  that,  and  they  are  also 
aware  that  if  the  companies  get  in  the  habit  of  manufacturing  their 
cigarettes  overseas,  that  the  House  Tax  Writing  Committee  is  pre- 
pared to  change  the  tax  laws  so  that  they  will  have  to  spend  that 
money  overseas. 
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You  and  I  have  a  bigger  voice  in  that  than  these  people  out  here 
may  reaHze. 
Next  is  Mr.  John  Fritz,  tobacco  farmer,  Nicholasville,  Kentucky. 

STATEMENT  OF  JOHN  FRITZ,  TOBACCO  FARMER, 
NICHOLASVILLE,  KY 

Mr.  Fritz.  Thank  you,  Mr.  Chairman.  It  is  an  honor  to  be  here 
with  you  and  Congressman  Baesler.  I  do  not  have  a  prepared  state- 
ment. This  is  mainly  the  gospel  according  to  John.  But — so,  being 
as  a  little  kid  on  the  tobacco  market — about  40  years.  I  was  not  too 
far  from  Mr.  Whitley's  figures  in  there,  by  the  way,  so  maybe  I  can 
get  a  job  with  this  nice  accounting  firm. 

The  Burley  tobacco  market  cannot  become  a  solid  market  when 
there  are  so  many  variables  out  there.  It  is  kind  of  like — I  do  not 
know  if  you  are  a  fisherman  or  not,  but  it  is  kind  of  like  when  you 
are  fixing  to  go  fishing  and  get  in  the  boat  and  you  look  over  your 
shoulder  and  you  see  so  many  big  thunderheads,  you  do  not  get 
your  boat  too  far  out  in  the  water.  You  cannot  really  do  a  lot  of 
serious  fishing  by  looking  over  your  shoulder  at  those  thunder- 
heads  moving  in. 

I  think  the  tobacco  companies  are  going  to  be  very  cautious  in 
buying  this  season.  I  think  that  you  will  see  the  pool  be  the  buyers 
of  the  majority  of  the  more  expensive  tobacco,  and  that  tobacco  will 
probably  stay  there  until  stability  starts  coming  about.  I  think  you 
will  see  also  buying  intentions  go  down  the  next  year  and  compa- 
nies will  reduce  their  inventories. 

The  question  was  asked  about  the  massive  amount  of  tobacco 
coming  into  the  countries.  Now  I  think  it  is  some  of  the  tobacco 
that  has  been  brought  up  and  stored  in  overseas  facilities  for  the 
last  couple  of  years  and  they  are  trying  to  get  it  in,  Congressman 
Baesler,  into  the  country  before  this  January  1  deadline  and  the 
rush  is  in. 

Mr.  Rose.  I  am  going  to — Dallas — if  I  can  interrupt  you,  I  am 
going  to  ask  Dallas  in  just  a  minute.  Apostle  John,  that  is  a  good 
point.  And  the  question  that  we  will  ask  Dallas  in  a  minute  is,  is 
there  anything  in  the  law  or  the  regulation  that  grandfathers  them 
in  to  using  up  all  of  their  foreign  stocks  before  they  have — if  they 
are  buying  foreign  tobacco  like  it  is  going  out  of  style — which  we 
have  observed  from  the  figures — and  they  do  get  it  all  under  the 
shed,  so  to  speak,  before  this  new  75  percent  domestic  content  re- 
quirement goes  into  effect,  we  hope,  January  1,  for  God's  sakes,  do 
not  write  in  the  regulations  that  they  can  use  up  all  of  what  they 
got  under  the  sheds  before  they  have  to  go  to  the  75  percent  rule. 
Do  you  follow  me? 

Now  if  we  have  to  pass  a  little  legislation  to  do  that,  that  would 
straighten  them  out  right  quick  when  the  Burley  market  opens.  If 
they  know  that  beginning  January  1,  they  have  to  make  it  with  75 
percent  and  not  get  a  chance  to  gently  use  up  all  of  this  foreign 
tobacco  that  they  have  brought  in  through  the  years.  We  will  talk 
about  that  later. 

Does  anybody  want  to  react  to  that? 

Mr.  Coyle,  you  looked  like  you  were  about  to  speak. 

Mr.  COYLE.  Thank  you,  Mr.  Chairman.  We  were  just  discussing, 
and  our  assumption  is,  there  would  be  no  provision  that  come  Jan- 
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uary  1 — December  31,  1994,  they  will  have  to  certify  that  they 
have  used  a  minimum  of  75  percent  United  States  grown  tobacco. 
There  would  be  no  loophole  there. 

Mr.  Rose.  In  Washington,  the  big  print  giveth  and  the  small 
print  taketh  away.  [Laughter.] 

And  that,  Dallas,  is  what  we  have  to  look  out  for. 

Now,  Mr.  Fritz,  go  ahead. 

Mr.  Fritz.  I  want  to  talk  a  little  bit  about  quotas  and  how  it  af- 
fects farmers.  One  of  the  biggest  expenses  a  tobacco  farmer  can 
incur  is  having  a  big  reduction  in  quota.  I  think  we  all  know  as 
farmers,  not  only  does  it  lower  his  gross  income,  but  it  also  lowers 
his  net  income  because  of  what  most  farmers  do  in  this  region.  I 
am  sure  the  same  way  that  the  Flue-cured  region  is.  Because  of  the 
scarcity  of  pounds  out  there  after  you  have  a  big  cut.  He  has  to  go 
out  and  lease  some  more  quota,  and  this  is  another  added  expense 
to  him.  And  to  maintain  his  land  and  his  farm  utilization,  usually, 
he  tries  to  raise  about  the  same  amount.  So  every  time  we  get  that 
10  percent  cut,  it  is  just  another  10  percent,  you  might  say,  added 
increase  on  us.  So  we  just  do  not  like  to  see  cuts.  And  one  reason 
why  we  worked  so  hard  on  this  legislation  that  just  passed  was 
that  it  put  some  stability  in  the  program.  And  so  we  hope  we  can 
one  time  have  a  pretty  good  level  amount  of  tobacco  that  we  can 
raise  year  after  year. 

Of  course,  then,  we  can  talk  about  income — the  excise  tax  and 
the  impact  on  it.  And  I  suppose  about  the  only  other  product  that 
has  probably  been  taxed  heavier  than  tobacco  is  probably  the  tea 
that  sat  on  the  boats  in  Boston  harbor.  And  we  all  know  that  story, 
and  that  was  one  of  the  first  stories  I  learned  as  a  kid  about  over- 
taxation and  what  this  country  really  stood  for  about  the  life,  lib- 
erty, and  pursuit  of  happiness — trying  to  be  fair.  And  an  increase 
of  24,  50 — 75  cents  on  a  pack  is  invading  my  life  and  my  liberty 
and  my  pursuit  of  happiness  and  it  is  also  invading  those  consum- 
ers. And  we  got  to  remember,  there  is  still  50  million  people  out 
there  that  smoke. 

A  75-percent  increase  in  excise  tax — I  think  Dr.  Miller,  some  of 
his  work  that  he  has  done,  would  mean,  in  5  years  from  now — 
which  is  not  very  far  down  the  road — when  you  get  older,  5  years 
looks  closer.  I  do  not  know  why;  but  it  seems  like  it  is  closer.  It 
means  41  percent  loss  of  our  quotas.  My  computing  that  is  around 
$300  million  to  the  State  of  Kentucky,  to  the  farmers.  If  you  turn 
that  over  three  times  to  the  economy  of  Kentucky,  it  is  almost  $1 
billion  or  you  can  figure  about  $1,500  per  man,  woman,  and  child 
in  the  State  of  Kentucky. 

My  farm  produces  about  50,000  pounds  of  quota,  which  I  con- 
sider myself  about  an  average  producer.  I  generate  today  over 
$300,000  in  excise  tax  for  the  Government,  and  I  create  about  five 
to  seven  jobs  for  other  people.  My  family  has  been  raising  tobacco 
since  the  1930's — that  is  the  1830's.  To  me,  it  is  not  a  crop;  it  is 
a  heritage.  And  it  is  a  thing  I  would  like  to  pass  on  to  my  two  sons. 

At  this  time,  I  would  like  to  thank  you  for  listening  to  me. 

If  you  have  any  questions — I  can  answer  any  question.  It  may 
not  be  right,  but  I  can  answer  it.  [Laughter.] 

Mr.  Rose.  I  got  some  horse  race  questions  I  want  to  ask  you. 
[Laughter.] 
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We  might  have  some  questions  in  a  minute,  but  you  have  done 
us  a  good  job. 

Next  is  Mrs.  Mattie  Mack,  tobacco  farmer  from  Brandenburg, 
Kentucky. 

We  are  glad  to  have  you. 

STATEMENT  OF  MATTIE  MACK,  TOBACCO  FARMER, 
BRANDENBURG,  KY 

Mrs.  Mack.  Thank  you.  I  want  to  thank  Congressman  Scotty 
Baesler  and  Congressman  Charlie  Rose  for  the  invitation  here 
today.  I  think  it  is  an  honor — I  feel  honored  to  be  here  in  the  midst 
of  all  of  the — well,  we  down  home  say  "all  of  these  politicians." 

Mr.  Rose.  Sometimes,  that  means  different  things.  [Laughter.] 

Mrs.  Mack.  My  name  is  Mattie  Mack.  I  have  been  a  farmer  all 
my  life.  I  was  married  to  a  farmer  and  he  brought  me  from  Georgia 
to  Kentucky  where  I  thought  tobacco  was  collard  greens.  And  I 
learned  different.  Tobacco  has  been  good  to  us.  We  lived  in  a  one- 
room  apartment  in  Louisville  for  many  years,  and  I  did  not  like  the 
city  life.  And  went  around  in  the  1960's  looking  for  a  farm.  We 
found  a  farm,  but  we  could  not  go  to  the  bank  and  borrow  money. 
You  could  not  go  anywhere  and  borrow  money.  But  the  man  that 
had  the  farm  said,  "Well,  you  all  can  pay  at  the  end  of  the  year 
when  you  sell  your  tobacco,"  because  they  had  a  tobacco  base  on 
it.  And  so,  we  learned  that  we  could  lease  tobacco  and  make  just 
a  little  bit  more.  And  so,  this  is  how  we  paid  for  our  farm — on  to- 
bacco at  the  end  of  the  year. 

We  raised  four  children  and  we  educated  them  at  Tuskegee  Insti- 
tute, Alabama  on  tobacco.  We  raised  38  foster  children.  And  they 
always  placed  the  problem  teenager  or  that  problem  11-,  12-year- 
old — they  went  from  county  to  county  and  they  could  not  get  along. 
They  said,  "Put  them  over  there  at  Mattie  Mack's  place."  So  they 
put  them  at  our  place,  and  I  found  out  they  did  not  have  nothing 
to  do,  but  to  get  in  trouble.  So  I  solved  that  problem.  [Laughter.] 

They  went  to  the  bam;  they  cleaned  the  bams  out.  They  got  the 
stick,  they  dropped  the  sticks,  they  drove  the  sticks.  And  they 
helped  top  tobacco,  they  hoed  tobacco  and  we  brought  it  in  and  we 
turned  around  and  we  stripped  it.  The  young  men  ate  a  good  sup- 
per and  they  took  a  shower  and  they  went  to  bed.  There  was  noth- 
ing left  for  trouble. 

Tobacco  has  been  good  to  us.  Without  tobacco,  we  would  not  have 
what  we  have  now.  The  children  would  save  their  money.  The  fos- 
ter children  wanted  these  expensive  things.  And  we  said,  "Well, 
you  work  and  you  save  your  money.  And  when  you  go  out  and  you 
wear  this,  you  tell  them  that  you  worked  in  tobacco.  And  you  feel 
proud — say  it  proudly."  So  that  is  what  they  did.  They  had  money 
to  go  to  the  movies  and  go  to  ball  games.  And  that  kept  them  out 
of  trouble.  They  could  always  come  back  home. 

We  leased  a  lot  of  tobacco  from  the  widows  after  their  husbands 
passed  on.  And  if  it  was  not  for  the  tobacco,  they  would  not  be  able 
to  pay  their  property  taxes,  and  to  be  able  to  buy  extra  gas  to  keep 
themselves  warm  in  the  winter,  and  to  hire  someone  to  come  in 
their  home,  and  to  buy  their  groceries  when  there  is  snow  on  the 
ground  because  Kentucky  has  a  lot  of  snow.  And  so  they  could 
maintain  their  home. 
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Many  women  and  children  work  in  tobacco.  The  Bible  says,  "yo^^ 
earn  your  living  by  the  sweat  of  your  brow."  Well,  let  me  tell  you, 
I  sweat  all  over.  [Laughter.] 

There  is  nothing  that  would  take  the  place  of  tobacco.  It  is  the 
only  cash  crop  we  have  in  Kentucky.  Tobacco  has  paid  for  our  med- 
ical care,  our  clothing,  food — everything. 

I  want  to  say  to  Mrs.  Clinton,  we  want  to  invite  her  down  to 
Meade  County  and  let  her  go  wandering  into  my  tobacco  patch.  Let 
her  see  the  women  and  children  working  hard — children  working 
hard  for  Christmas,  looking  forward  to  Christmas. 

I  plow  all  of  my  tobacco.  My  husband  works  at  Olin-Mathieson 
chemical  plant.  And  he  works  8  a.m.  to  8  p.m.,  all  day  long.  So  I 
run  the  farm.  I  plow  the  tobacco  and  I  hoe  that  tobacco,  and  it  is 
so  pretty  out  there  and  every  time  I  get  to  the  last  row  and  I  say, 
"Lord,  this  tobacco  is  not  going  to  work  because  I  am  going  to  need 
some  rain."  I  still  have  to  depend  on  the  Lord.  And  in  a  day  or  two, 
here  come  the  rain.  Now  I  always  say  that  God  does  not  send  the 
rain  all  at  one  time  because  if  he  did,  I  would  still  need  some  rain 
down  the  road  until  that  tobacco  is  ready  to  be  harvested.  But  he 
sends  me  a  little  here  and  a  little  here  and  a  little  here  and  a  little 
here,  and  then,  when  I  get  to  the  end  to  harvest  that  tobacco,  I  got 
more  than  what  I  need.  I  say,  "Thank  you." 

I  want  to  say  to  Mrs.  Clinton,  "Us  women  are  mad  down  in 
Meade  County.  If  you  would  take  a  little  here  from  us  and  a  little 
here  and  a  little  there,  and  when  you  get  ready  to  total  it,  you 
would  have  more  than  what  you  need  because  see,  your  God  is  my 
God,  and  he  will  supply  your  needs." 

Let  us  keep  people  on  the  farm  working.  I  have  a  lot  of  people 
on  the  farm,  and  these  are  poor  people.  And  they  do  not  have  in- 
surance— not  a  lick  of  insurance.  And  we  are  for  this  health  care 
program.  It  is  way  overdue.  But,  my  God,  do  not  section  one  group 
of  people  out  to  pay  for  this  health  care  program. 

I  am  happy  to  be  here.  I  am  happy  to  be  able  to  speak  before 
all  of  these  farmers  here.  We  raise  vegetables,  too,  but  they  just  do 
not  bring  nothing  like  tobacco. 

I  am  hoping  that  one  day  that  I  will  be  able  to  fence  my  farm 
in,  so  I  will  not  have  to  run  cows  and  hogs,  before  I  get  too  old. 
And  I  am  hoping  that  I  will  be  able  to  sit  in  a  new  car  and  smell 
the  newness  in  it  for  the  first  time.  We  talk  like  tobacco  is  an  ille- 
gal crop.  Tobacco  is  very  legal.  You  go  in  these  airports — no  smok- 
ing. When  I  was  in  school,  we  were  taught  that  Columbus  discov- 
ered America  and  if  it  had  not  been  for  tobacco  trading  for  clothing 
and  trading  for  goods — they  took  profits  from  tobacco  and  made 
roads,  built  schools,  and  built  hospitals.  And  we  are  still  doing  that 
now.  Let  us  continue  to  do  it  with  tobacco.  Thank  you. 

Mr.  Rose.  Thank  you  very  much. 

Now,  I  dare  any  one  of  you  in  here  to  top  that.  [Laughter.] 

Mrs.  Mattie  Mack,  I  have  been  in  Congress  a  long  time,  but  I 
have  never  heard  a  better  testimony  for  tobacco  than  you  just  gave. 
And  Mr.  Baesler  and  I  have  decided  that  we  are  going  to  take  a 
copy  of  your  testimony,  and  so,  I  will  say  to  the  reporter,  please 
type  it  correctly.  [Laughter.] 

We  are  going  to  take  it  down  and  we  are  going  to  give  it  to  Mrs. 
Clinton.  We  are  going  to  give  it  to  her. 
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And  when  we  subpoena  Mr.  Snell  to  come  to  Washington  and 
give  his  great  statement,  I  want  you  to  come  with  him. 

I  am  thankful  for  what  you  all  said  on  the  panel,  and  I  do  not 
have  any  questions  after  that.  That  was  just  incredibly  beautiful. 

Mr.  Baesler.  There  are  no  questions? 

Mr.  Rose.  No  questions.  Thank  you  very  much,  all  of  you. 

Next  is.  Mr.  Brown  Sharp,  the  owner  of  Tattersalls  Tobacco 
Warehouse,  Lexington,  Kentucky;  Mr.  Gene  Rose,  manager  of  Lex- 
ington Loose  Leaf  Tobacco  Warehouse,  Lexington,  Kentucky;  and 
Mr.  Randy  Harrison,  vice  president.  Export  Leaf  Tobacco  Company, 
Louisville,  Kentucky. 

We  are  glad  to  welcome — this  is  our  last  panel,  and  we  are  mov- 
ing along  very  well  here.  I  just  want  to  say  as  I  introduce  the  last 
panel  that  you  all  have  a  remarkable  State  here.  You  have  Con- 
gressmen Baesler,  Barlow,  Natcher,  and  Senator  Ford,  who  I  work 
with  constantly  on  tobacco.  And  there  is  no  other  tobacco  State  that 
has  a  team  quite  like  that  working  for  them  in  Washington.  And 
Mrs.  Mattie  Mack,  I  understand  is  from  Mr.  Natcher's  district,  and 
I  am  going  to  tell  him  when  I  see  him  next  week  about  what  a 
great  job  you  just  did. 

But  your  team  is  in  place,  and  they  all  understand  this  issue  and 
are  in  a  position  to  make  things  happen  in  Washington,  and  I  want 
to  thank  Kentucky  for  what  you  have  done  to  help  North  Carolina, 
Virginia,  South  Carolina,  Tennessee,  Georgia,  Alabama  and  Florida 
with  this  tobacco  business. 

Mr.  Brown  Sharp,  we  are  glad  to  have  you  and  we  look  forward 
to  hearing  whatever  comments  you  would  like  to  make. 

STATEMENT  OF  BROWN  SHARP,  OWNER,  TATTERSALLS 
TOBACCO  WAREHOUSE,  LEXINGTON,  KY 

Mr.  Sharp.  I  would  first  like  to  say  that  we  certainly  do  welcome 
you  here  to  Kentucky,  Congressman  Rose.  I  think  I  have  talked  to 
you  before  in  the  years  past.  You  may  remember  back  about  1985. 

Mr.  Rose.  Yes  sir;  I  do. 

Mr.  Sharp.  And  I  also  compliment  Congressman  Baesler  for  hav- 
ing this  hearing.  It  is  very  helpful  to  air  the  issues.  There  are  a 
few  comments  that  I  would  like  to  make. 

The  first  thing  that  I  would  like  to  talk  about  is  the  domestic 
content  regulation.  I  would  like  to  point  out  that  there  is  something 
wrong  with  the  system  because  we  have  had  vast  imports  recently 
and  through  the  years.  It  happened  before  back  in  the  years  when 
the  no-net  cost  program  first  started.  If  you  remember — the  folks 
remember  in  1982  when  the  no-net  cost  first  started,  the  producer 
was  obligated  to  pay  the  no-net  cost.  The  first  year,  the  producer 
was  obligated  to  pay  1  cent.  I  think  the  second  year,  the  producer 
was  obligated  to  pay  5  cents. 

And  the  third  year,  the  producer  was  obligated  to  pay  9  cents. 
And  all  of  these  years,  the  imports  were  rising.  And  then,  the 
fourth  year,  we  were  facing  the — in  order  to  keep  up  with  the  no- 
net cost — to  pay  30  cents,  and  they  lowered  the  price  support  to  30 
cents,  and  then,  the  buyout  program.  But  during  those  3  years, 
these  producers  contributed  quite  a  bit  of  money  to  that  no-net 
cost.  I  think  somewhere  in  the  area  of  $90  million,  and  that  money 
was  just  lost  and  gone. 
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What  I  am  suggesting  to  you  now  that  the  major  problem  that 
we  have  here  is  that  there  is  no  poundage  control  on  imports  com- 
ing in  to  this  country  and  never  has  been.  You  are  at  a  much  better 
advantage  if  you  are  a  producer  across  the  border  because  you  can 
raise  all  you  want  to.  And  look  at  the  price  system  over  here,  just 
undercut  it  a  little  bit.  And  you  have  no  controls. 

So  I  am  going  to  suggest  to  you  one  method  whereby  that  could 
be  controlled. 

Mr.  Rose.  You  do  not  believe  our  domestic  content  legislation 
will  control  that? 

Mr.  Sharp.  It  has  not  controlled  it. 

Mr.  Rose.  Well,  it  has  not  gone  into  effect  yet. 

Mr.  Sharp.  I  would  say  that  there  is  another  way  it  could  be 
helped  and  I  am  about  to  suggest  that  way. 

Mr.  Rose.  All  right. 

Mr.  Sharp.  That  method.  If  you  would  add  to  the  domestic  con- 
tent that  you  now  have  the  stipulation  that  the  buying  companies, 
when  they  declare  their  intentions  to  buy  in  February,  would  be  al- 
lowed to  buy  that  25  percent  of  import  tobacco  then.  In  other 
words,  if  they  declared  that  they  would  be  able  to  buy  1  million 
pounds  of  tobacco,  they  are  going  to  declare  that,  that  is  what  we 
base  our  quota  on.  Then,  if  you  would  apply  that  25  percent  to 
that,  they  would  have  a  250,000-pound  limit  on  what  they  could 
import  at  the  going  conditions.  And  then  if  they  import  more  than 
that,  that  is  where  you  want  to  put  the  75  cent  tax. 

What  I  am  saying  is,  if  it  was — in  the  right  direction,  you  have 
done  the  right  thing  on  the  domestic  content.  But  if  you  would  add 
to  that  that  importers  of  tobacco  are  limited  to  25  percent  of  what 
they  declare  that  they  will  buy  in  February,  then  I  believe  you 
would  have  a  method  whereby  imports  would  be  controlled,  and 
then,  our  quota  cuts  would  mean  something. 

Mr.  Rose.  OK. 

Mr.  Sharp.  That  is  the  first  thought.  The  next  thought  I  want 
to  hit  upon  is  the  proportion  of  the  excise  tax  is  to  what  a  farmer 
gets  out  of  an  acre  of  tobacco.  The  points  here  that  I  was  handed 
as  I  came  in  say,  "Tobacco  is  already  heavily  taxed.  One  pound  of 
tobacco  yields  500  cigarettes  or  25  packs.  One  acre  averages  a  yield 
of  2,000  pounds  or  50,000  cigarettes."  If  you  multiply  that  times  24 
cents,  50,000  times  24  cents  is  $12,000  that  the  Government  gets 
off  an  acre  of  tobacco  now.  A  grower — I  think  the  university  says — 
either  works  or  hires  300  hours  to  raise  an  acre  of  tobacco.  And  his 
net  return  on  an  acre  of  tobacco  after  he  pays  his  expenses  may 
be  around  $1,200  per  acre.  The  $1,200  per  acre,  I  think  is  kind  of 
verified  by  another  article  that  is  in  Tobacco  Farmer  in  October, 
brings  that  same  thing  up,  only  they  had  the  tax  figured  a  whole 
lot  higher.  I  am  sorry,  it  is  the  Farm  Journal  in  October  1993.  They 
have  the  24  cents  figured  there  on  their  page  where  Federal  tax 
collections  per  acre  are  $29,674  and  the  growers'  net  return  is 
$1,257  per  acre. 

What  I  am  saying  is  that  what  the  Government  makes  off  an 
acre  is  10  times  more  than  what  the  grower  is  now  making.  So 
there  is  a  tremendous  tax  on  tobacco  now — excise  tax.  And  if  things 
are  to  be  put  in  proper  proportion  and  any  of  this  excise  tax  goes 
to  health  care,  I  am  saying  that  we  should  start  at  the  ground  level 
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and  count  the  first  $5  billion  that  tobacco  is  putting  on  the  table 
right  now. 

Mr.  Rose.  Well,  you  would  agree  then  that  the  Government  is 
going  to  have  an  incredible  investment  in  tobacco  and  maybe  they 
ought  to  have  Treasury  agents  come  out  and  crop  it.  What  would 
you  say  to  that?  I  obviously  do  not  want  the  taix,  but  based  on  these 
returns — I  do  not  guess  you  call  it  cropping  out  here.  But  put  it  in 
the  bam  and  guard  it  day  and  night. 

Mr.  Sharp.  What  I  am  saying  is 

Mr.  Rose.  I  agree  with  you  completely,  the  point  you  are  making. 

Mr.  Sharp.  That  already  tobacco  is  paying  a  heavy  tax  and  I  do 
not  think  that  it  has  a  lot  to  do  with — it  is  nothing  like  strong 
enough  to  finance  health  insurance. 

Now  I  am  going  to  say  to  you  that  this  is  getting  into  figures  far 
above  my  comprehension.  But  if  we  are  talking  about  health  insur- 
ance— this  is  the  last  thing  I  want  to  talk  about  is  health  insur- 
ance— if  we  are  talking  about  a  method  of  having  national  health 
insurance,  it  is  a  little  different  from  government  services  of  other 
types.  In  other  words,  if  your  country  is  threatened  with  a  war,  you 
send  out  an  army  to  protect  the  country.  And  you  protect  the  peo- 
ple collectively.  But  this  is  an  individual  benefit  up  to  now.  It  is 
to  be  received  as  an  individual  benefit.  If  you  buy  health  insurance, 
it  costs  something  maybe  Hke  $3,000  a  year  individually  for  one  in- 
dividual. So,  if  you  want  to  get  on  one  side  of  the  balance  sheet 
what  this  program  is  going  to  cost,  you  would  have  to  multiply 
$3,000  a  year  times  the  population.  And  if  you  want  to  get  in  mind 
how  you  are  going  to  fund  such  a  thing,  then  you  will  have  to  come 
up  with  an  amount  of  money  that  is  going  to  equal  that  cost,  or 
otherwise  you  are  going  to  funnel  the  country  further  into  debt, 
which  is  what  we  said  we  did  not  want  to  do. 

So  what  I  am  saying  is  that  before  health  insurance  is  ever  fund- 
ed, I  think  every  Congressman  and  Senator  from  every  State  ought 
to  see  that  it  is  properly  funded  before  you  start  on  it.  Do  not  be 
guessing  around  at  what  you  do  not  have.  Make  sure  that  you  have 
an  adequate  source  of  money  before  you  start  funding  health  insur- 
ance. Now  do  not  misunderstand  me.  I  am  for  health  insurance  and 
I  think  it  can  be  had,  if  the  people  in  this  country  want  it  bad 
enough,  they  can  have  it  very  quickly.  But  what  they  need  to  do 
is  they  need  to  get  back  to  democratic  principles  in  mind  when  they 
get  it. 

My  good  friend,  John  Fritz,  mentioned  the  Boston  Tea  Party 
which  is  very  symbolic  saying  that  you  are  going  to  tax  some  peo- 
ple heavily  on  an  excise  tax  where  other  people  are  going  to  receive 
the  same  benefit  and  pay  nothing  at  all.  So  I  wrote  a  letter  to 
President  Clinton  and  Hillary  sometime  ago.  It  did  not  have  any- 
thing to  do  with  this  program  whatsoever.  But,  it  does  have  to  do 
with  democratic  principles.  And  if  I  may  read  the  letter  and  I  will 
leave  a  copy. 

Mr.  Rose.  Well,  why  don't  you  give  us  the  highlights  and  we  will 
make  the  whole  letter  a  part  of  the  record? 
Mr.  Sharp.  I  do  not  think  I  could  do  that.  It  is  not  too  long. 
Mr.  Rose.  All  right. 

Mr.  Sharp.  "Dear  President  Bill  Clinton  and  Hillary  Clinton.  I 
am  writing  to  express  my  views  on  national  health  insurance  and 
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offer  my  ideas  as  to  how  a  program  of  this  magnitude  could  be  ob- 
tained to  service  the  people  of  the  United  States.  I  respect  your 
presentation  for  the  need  for  national  health  insurance.  I  am  stat- 
ing that  a  method  of  obtaining  a  regular,  reliable,  equitable,  suffi- 
cient, and  continuous  method  of  funding  such  a  program  is  essen- 
tial to  the  success  of  the  program,  and  such  funding  needs  to  be 
in  force  and  ahead  of  the  costs  of  the  program. 

As  health  insurance  is  a  benefit  that  will  be  received  individ- 
ually, no  individual  or  group  should  be  required  to  pay  for  the 
health  insurance  of  another  individual  or  group.  A  method  should 
be  devised  that  is  representative  of  all  the  people  that  receive  the 
benefits.  The  difficult  part  of  funding  this  is  how  can  the  unem- 
ployed— those  now  on  welfare,  those  without  income,  those  on  So- 
cial Security — be  funded  from  the  working  people  that  are  already 
being  taxed  to  support  the  cost  of  welfare,  unemployment,  those 
without  income  and  Social  Security,  as  well  as  the  other  costs  of 
government? 

As  we  plow  our  Kentucky  soil  and  the  rains  fall  on  newly  plowed 
ground,  we  sometimes  find  an  arrowhead,  which  is  a  positive  re- 
minder that  another  people  with  different  views  of  the  rights  of  in- 
dividuals have  occupied  this  land.  I  therefore  say  the  proper  ques- 
tion now  to  ask  in  seeking  funds  for  national  health  insurance  is, 
what  property  or  income  is  representative  of  all  of  the  people  who 
will  receive  health  insurance?  I  suggest  that  all  of  the  government- 
owned  property  in  the  United  States  in  a  3-mile  limit  belong  to  all 
of  the  people,  and  therefore,  all  of  the  income  derived  from  oil,  min- 
erals, timber,  or  rentals  and  leases  of  this  property  be  dedicated  to 
national  health  insurance.  In  addition,  a  national  sales  tax  on  any- 
thing sold  in  or  sold  out  of  or  sold  into  the  United  States — hope- 
fully, not  more  than  1  percent — would  provide  a  regular,  reliable, 
equitable,  sufficient,  and  continuous  source  of  income  that  would 
provide  the  necessary  income  to  fund  national  health  insurance." 

That  is  the  letter. 

Mr.  Rose.  All  right.  Thank  you  very  much.  We  appreciate  your 
very  useful  testimony  to  us. 

Mr.  Gene  Rose,  manager  of  Lexington  Loose  Leaf  Tobacco  Ware- 
house, Lexington,  Kentucky. 

STATEMENT  OF  GENE  ROSE,  MANAGER,  LEXINGTON  LOOSE 
LEAF  TOBACCO  WAREHOUSE,  LEXINGTON,  KY 

Mr.  Gene  Rose.  Thank  you,  sir.  I  appreciate  you  being  here.  I 
do  not  know  that  I  could  add  to  any  of  the  comments  that  have 
been  made  today.  It  seems  like  they  have  all  been  covered. 

Again,  on  the  massive  tax  increase  on  cigarettes,  the  question  I 
might  have,  if  that  decreases  consumption,  what  happens  the  next 
year  and  the  next  and  the  next?  It  looks  like  it  would  be  a  way 
of  killing  the  product,  rather  than  trying  to  find  a  way  of  revenue. 

I  do  not  really  have  other  comments. 

Mr.  Rose.  That  is  a  pretty  strong  point,  though.  And  some  have 
suggested — I  think  Rush  Limbaugh  suggested  that  if  the  Govern- 
ment was  going  to  use  tobacco  to  pay  for  the  health  care  program, 
they  ought  to  get  behind  promoting  it  just  as  hard  as  they  could. 

Next  is  Mr.  Randy  Harrison,  vice  president.  Export  Leaf  Tobacco 
Company,  Louisville,  Kentucky. 
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STATEMENT  OF  R.F.  "RANDY"  HARRISON,  DIVISIONAL  VICE 
PRESIDENT,  LEAF  OPERATIONS,  BROWN  &  WILLIAMSON  TO- 
BACCO CORP. 

Mr.  Harrison.  Thank  you,  Chairman  Rose  and  Congressman 
Baesler,  for  inviting  me  to  speak  before  this  group  today.  I  will 
keep  my  comments  short  as  most  of  what  I  wanted  to  discuss  today 
has  already  been  covered  to  a  large  degree. 

I  would  like  to  take  this  opportunity  to  thank  the  subcommittee 
for  their  work  over  the  years.  Your  oversight  regarding  tobacco 
gives  direction  and  guidance  to  an  industry  rich  in  American  herit- 
age, but  often  maligned  of  its  dignity. 

The  first  thing  that  I  was  asked  to  address  today  was  the  1993 
Burley  crop,  and  a  lot  has  been  said  about  it  and  nothing  that  I 
can  really  disagree  with.  We  certainly  feel  at  this  point  that  we  are 
looking  at  a  good  Burley  crop  this  year — what  we  would  classify  as 
a  very  usable  crop  from  a  domestic  point  of  view.  And  we  also  think 
there  is  very  good  exportable  tobaccos  in  this  crop. 

We  also  support  the  Department  of  Agriculture's  estimate  of  ap- 
proximately 620  million  pounds  to  be  produced  out  of  this  crop  this 
year.  It  is  very  difficult  to  make  a  determination  at  this  point  as 
to  what  the  pool  may  get  out  of  this  crop.  However,  it  is  our  guess- 
timate at  this  point  that  150  million  pounds  plus  would  not  be  un- 
reasonable to  expect  out  of  this  crop. 

I  would  like  to  give  you  some  reasons  why  we  think  this  is  a  pos- 
sibility. First,  as  we  all  know  and  has  been  testified  to  here,  there 
is  a  tremendous  excess  of  world  tobacco  stocks,  especially  Burley 
tobacco  stock.  Supply  simply  outstrips  demand  and  it  exasperates 
the  high  U.S.  pricing  situation.  Export  requirements  are  down 
mainly  due  to  U.S.  prices,  especially  when  compared  to  market 
prices  in  the  other  parts  of  the  world.  In  addition,  the  international 
tobacco  climate,  while  of  strong  potential,  is  perhaps  also  taking 
longer  to  unfold  due  to  trading  yet  to  open  in  some  parts  of  the 
world. 

The  other  factors  that  have  been  talked  about  a  great  deal  today 
already  is  the  75  percent  U.S.  tobacco  content  law.  While  the  objec- 
tive of  reducing  imports  is  widely  agreed  in  the  U.S.  tobacco  indus- 
try, we  believe  a  statute  that  forces  domestic  content  is  unsound 
as  a  matter  of  economic  theory  and  departs  from  good  business 
practices.  Only  the  future  will  tell  if  even  in  the  short  term  this 
legislation  will  have  the  desired  effect  of  reducing  imports. 

Other  factors  this  year  are  the  potential  use  of  new  excise  taxes, 
as  well  as  the  potential  for  even  adding  additional  restrictions  re- 
garding the  use  of  tobacco  products. 

So,  taking  all  of  these  factors  into  account,  the  results  are  the 
buying  companies  out  there  are  taking  a  very  conservative  ap- 
proach to  their  buying  practices  in  the  tobacco  markets  these  days. 
And  I  think  this  is  likely  to  happen  in  the  Burley  crop. 

The  combinations  of  forces  I  have  already  outlined,  especially  the 
glut  of  tobacco  in  the  world  market,  have  resulted  in  export  orders 
being  down  this  year.  When  you  take  into  account  international 
considerations,  combined  with  the  lowering  of  domestic  intentions, 
related  to  the  turmoil  of  the  U.S.  market,  it  is  understandable  by 
both  the  Flue-cured  and  Burley  pools  are  projected  to  be  up  consid- 
erably this  year. 


46 

I  was  also  asked  to  comment  by  the  chairman  on  such  things  as 
relates  to  the  marketing  of  Burley  tobaccos  and  weight  limits  on 
bales.  Would  you  like  for  these  comments  to  be  made,  or  would 
your  like  to  skip  over  those? 

Mr.  Rose.  I  think  if  it  is 

Mr.  Baesler.  It  is  on  the  record. 

Mr.  Rose.  That  is  on  the  record  in  your  statement.  Your  whole 
statement  is  part  of  the  record.  We  would  like  to  ask  you  some 
questions  whenever  you  finish. 

Mr.  Harrison.  That  is  all  I  have.  Thank  you  very  much. 

[The  prepared  statement  of  Mr.  Harrison  appears  at  the  conclu- 
sion of  the  hearing.] 

Mr.  Rose.  You  are  vice  president  of  Export  Leaf  Tobacco  Com- 
pany, is  that  correct  or  we  got  it  wrong? 

Mr.  Harrison.  That  is  correct,  sir.  That  is  a  division  of  Brown 
&  Williamson  Tobacco  Corporation,  Louisville,  Kentucky. 

Mr.  Rose.  All  right.  Do  you  believe  that  Brown  &  Williamson  To- 
bacco Company  is  planning  on  using  tobacco  that  it  has  imported 
in  recent  years  in  the  manufacture  of  cigarettes  in  this  country  in 
1994? 

Mr.  Harrison.  Are  we  planning  on  using  tobaccos  that  we  im- 
ported? 

Mr.  Rose.  Yes,  sir.  You  have  a  pretty  good  store — I  am  not  ask- 
ing you  how  much — but  you  have  a  pretty  good  store  of  imported 
tobacco — all  companies  do.  I  am  not  just  picking  on  B&W.  But  all 
companies  have  a  pretty  good  store  of  tobacco  on  hand  that  they 
have  imported  in  the  recent  years,  and  even  more  so,  as  Mr.  Hop- 
kins pointed  out,  in  1993.  Are  you  planning  on  using  that  tobacco 
to  make  cigarettes  in  1994? 

Mr.  Harrison.  Yes  sir;  we  are. 

Mr.  Rose.  Well  then,  if  you  are  going  to  let  150  million  pounds 
of  Burley  tobacco  go  in  the  co-op,  how  are  you  going  to  make  these 
cigarettes  with  75  percent  U.S.  tobacco? 

Mr.  Harrison.  Chairman  Rose,  one  of  the  problems  is  that  we 
have  to  buy  based  on  what  we  expect  to  sell  2  years  down  the  road. 
And  we  are  taking  a  very  conservative  approach  to  what  may  hap- 
pen in  the  future. 

Mr.  Rose.  I  would  think  you  would  slow  down  on  buying  im- 
ported tobacco.  See,  what  I  am  driving  at,  my  friends  from  USDA, 
it  looks  like  somebody  is  counting  on  using  up  the  imported  tobacco 
first  before  they  get  around  to  making — and  I  am  going  to  ask  each 
one  of  you  all  if  you  have  any  knowledge  in  a  minute — of  any  at- 
tempt to  have  these  regulations  written  in  such  a  way  that  they 
can  use  first  their  storehouses  of  imported  tobacco  before  they  have 
to  start  manufacturing  cigarettes  for  sale  in  this  country  or  for  ex- 
port with  75  percent  U.S.  grown  tobacco. 

Mr.  Harrison.  Chairman  Rose,  it  is  our  understanding  the  way 
this  law  is  written  that  the  75  percent  content  of  U.S.  tobacco  is 
based  on  what  you  use  to  manufacture  cigarettes.  Therefore,  it 
would  be  impossible  for  us  to  obey  the  law  and  use  more  than  25 
percent  imported  tobacco. 

Mr.  Rose.  OK. 

Mr.  Harrison.  So,  that  is  certainly  and  truly  not  our  intent. 
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Mr.  Rose.  Why  is  there  so  much  imported  tobacco  coming  in  the 
country?  Why  has  it  gone  from  277  miUion  pounds  in  1991  to  462 
milHon  in  1992  and  until  September  of  1993,  roughly  the  same 
thing  as  it  was  in  1992?  Can  you  give  us  any  reason  why  that  de- 
gree of  imports — and  I  am  not  just  talking  about  you  because — 
every  cigarette  manufacturer  I  talk  to  says,  "It  is  not  me  that  is 
importing;  it  is  all  them  other  fellows."  [Laughter.] 

So,  we  will  take  that  for  granted  right  here.  Now  go  ahead  and 
tell  me  why  do  you  think  the  imports  are  up? 

Mr.  Harrison.  Yes,  we  are  importing  tobacco  from  overseas. 

Mr.  Rose.  Well,  what  are  you  going  to  do  with  it? 

Mr.  Harrison.  We  had  planned  to  make  cigarettes  out  of  it  to 
export  offshore. 

Mr.  Rose.  OK. 

Mr.  Harrison.  Brown  &  Williamson  produces  more  cigarettes  on 
a  percentage  basis  to  export  overseas  than  do  most  of  our  domestic 
friends.  In  order  for  us  to  be  competitive  on  most  of  the  newer  mar- 
kets being  opened,  like  CIS  countries  and  former  Soviet  Union 
countries,  Eastern  Europe  and  other  parts  of  the  world,  it  would 
be — let  me  put  it  another  way.  It  would  be  impossible  for  us  to  be 
competitive  on  those  markets,  in  the  cigarette  market,  and  produce 
a  cigarette  that  has  75  percent  U.S.  content.  We  simply  cannot 
compete  with  those  parts  of  the  world.  So  our  intent,  Mr.  Chair- 
man, was  to  use  some  of  that  imported  tobacco  to  lower  the  price 
of  cigarettes  we  would  export  to  these  areas  of  the  world. 

Mr.  Rose.  Well  then,  the  obvious  answer  is,  if  you  are  going  to 
use  that  cigarette  tobacco  that  is  already  imported  above  the  25 
percent  that  you  will  need  for  domestic  production  in  1994,  you  will 
either  store  a  little  bit  or  you  will  have  to  export  the  tobacco  that 
was  imported? 

Mr.  Harrison.  It  would  not  be  our  intent  to  export  that  tobacco. 
Well,  I  am  sorry.  That  may  be  the  case  if  the  decision  was  taken 
by  our  company  to  export  or  to  produce  these  cigarettes  overseas. 
That  may  be  the  case. 

Mr.  Rose.  All  right.  Thank  you. 

Mr.  Baesler.  I  would  like  to  follow  up  on  that.  Then,  if  the  silver 
lining  in  tobacco  production  is  export,  as  previously  talked  about, 
then  it  looks  like  you  are  getting  ready  to  put  a  cloud  on  that  silver 
lining  because  what  you  are  basically  saying  is  that  the  increasing 
export  market  is  probably  not  going  to  be  available  to  domestic  pro- 
ducers because  your — with  the  increased  imports  from  1993 — in- 
creased imports — you  are — that  is  why  you  are  bringing  it  in,  so 
you  can  take  advantage  of  the  increased  export  market.  So  seem- 
ingly, what  you  are  saying  is  that  the  domestic  producers  here  in 
Kentucky  and  North  Carolina  or  wherever  should  not  count  on  too 
much  being  part  of  the  export  market. 

Mr.  Harrison.  Congressman,  no.  I  would  not  like  to  leave  that 
message.  There  are  certainly  lots  of  markets  overseas — and  Japan 
is  certainly  one  of  those  markets — that  desire — that  we  produce  a 
very  high  quality  cigarette  for  that  market.  And  that  cigarette  we 
are  currently  producing  contains  more  than  75  percent  U.S.  to- 
bacco. So  I  would  not  take  that  as  a  blanket  statement,  no  sir.  But 
there  are  certainly  areas  in  the  world  that  are  currently  opening 
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up  to  us  now  that  we  cannot  produce  cigarettes  with  that  high  level 
of  U.S.  tobacco  and  still  be  competitive. 

Mr.  Baesler.  So,  let  us  reverse  that,  then.  Let  us  take  the  other 
approach  that — I  understand  what  you  are  saying.  It  would  seem 
then  that  if  you  can  meet  your  export  expectations  and  some  of  the 
countries  that  have  not  been  open  to  us  in  the  future — if  you  can 
meet  those  by  importing  or  using  all  this  import  you  have  here,  it 
would  seem  that  we  would  have  a  less  strain — ^you  would  not  have 
any  difficulty  in  meeting  the  75  percent  requirement  here  because 
you  could  use  the  imported  tobacco  to  meet  all  of  your  new  export 
markets.  So  therefore,  there  should  not  be  much  problems  from  the 
companies  in  meeting  the  75  percent  content  requirement. 

Mr.  Harrison.  If  it  was  strictly  for  domestic  use  requirement,  I 
would  say  that  is  true,  sir.  We  can  still,  I  think,  be  quite  competi- 
tive in  the  world  if  that  figure  were  lowered  for  export  problems, 
say,  to  a  50  percent  level. 

Mr.  Rose.  My  point  is  that  the  75  percent  domestic  content  re- 
quires that  there  be  75  percent  in  the  cigarettes  that  are  made  in 
America,  whether  the  cigarettes  are  exported  or  whether  they  are 
consumed  here.  And  to  the  company  that  says  we  are  going  to  go 
offshore  and  make  our  cigarettes  for  export  business,  I  would  urge 
that  they  rethink  that  real  carefully  because  the  Ways  and  Means 
Committee  is  looking  for  a  way  to  raise  money  and  we  are  looking 
for  a  way  to  reduce  the  domestic  cigarette  tax,  and  we  can  reduce 
the  domestic  cigarette  tax  by  increasing  the  tax  complications  for 
those  that  manufacture  cigarettes  overseas.  And  that  is  one  way 
we  can  reduce  the  cigarette  tax,  OK,  is  do  away  with  drawback,  do 
away  with  some  of  the  title  passage  rules.  There  are  about  four 
veiy  complicated  tax  provisions  that  will  work,  and  I  would  throw 
that  into  the  mill  for  discussion. 

Go  ahead. 

Mr.  Baesler.  Mr.  Harrison,  on  average,  how  much  does  your 
company  buy  from  the  co-ops,  or  can  you  say?  Maybe  that  is  classi- 
fied. In  a  year's — say  in  1990,  1989,  how  much  did  your  companies 
go  back  in  on  and  bid  and  buy  from  the  co-ops? 

Mr.  Harrison.  A  very  small  number.  In  fact,  I  cannot  remember 
us  buying  for  domestic  use — for  our  domestic  company.  I  cannot  re- 
member us  buying  any  pool  tobacco  over  the  last  couple  of  years. 
We  have  bought  some  pool  tobacco  to  ship  to  our  export  companies. 

Mr.  Baesler.  Somebody  asked  a  question  earlier,  what  price 
would  the  farmers  have  to  sell  for  here  to  meet  the  price  you  buy 
it  for  from  Brazil  or  wherever  you  buy  it? 

Mr.  Harrison.  To  compare  what  has  happened  on  the  world 
market  in  the  last  couple  of  years  would  be  somewhat  unfair  be- 
cause of  the  glut  of  tobacco  and  the  fact  that  prices  overseas  have 
been  driven  way  down.  But  in  general,  for  the  U.S.  farmer  to  be 
competitive  with  the  better  quality  offshore  tobaccos,  he  would 
have  to  come — U.S.  prices  would  have  to  come  down  in  the  range 
of  20  to  25  percent. 

Mr.  Baesler.  Twenty-five  percent  or  cents? 

Mr.  Harrison.  Percent. 

Mr.  Rose.  All  right.  But  you  can  buy  tobacco  in  Brazil  for  20 
cents  a  pound? 
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Mr.  Harrison.  Mr.  Chairman,  it  would  have  to  be  very  poor  or 
a  byproduct. 

Mr.  Rose.  All  right.  We  do  not  need  to  get  into  that. 

Thank  you  all  very  much  for  your  testimony.  We  appreciate  you 
being  here.  We  will  excuse  you  at  this  time.  Thank  you. 

Will  our  USDA  panel  come  back  up? 

Mr.  Forlines,  Mr.  Miller,  and  Mr.  Hopkins. 

Mr.  Snell,  we  will  let  you  rest.  You  do  not  mind  coming  and  testi- 
fying in  North  Carolina  against  a  State  college  agricultural  econo- 
mist, would  you? 

I  am  just  going  to  ask  a  general  question.  Do  any  of  you — and 
Dallas,  you  can  be  the  lead  answerer — Secretary  Smith,  do  you 
have  any  knowledge  of  any  attempt  to  write  the  regulations  for  the 
domestic  content  regulations  that  were  in  the  Budget  Act  that 
would  go  into  effect  January  1  to  provide  that  the  companies  would 
be  allowed  to  use  up  their  imported  stocks  of  foreign  grown  tobacco 
before  they  have  to  start  complying  with  the  Domestic  Content  Act, 
do  you  have  any  knowledge  of  any  such  thing? 

Mr.  Smith.  Mr.  Chairman,  no,  we  do  not.  In  fact,  I  would  say 
with  regard  to  this  particular  issue,  the  small  print  is  in  line  with 
the  large  print  on  that  particular  issue. 

Mr.  Rose.  Excellent.  And  let  me  ask  Mr.  Forlines,  have  you  been 
contacted,  Mr.  Forlines,  by  anybody  who  has  asked  whether  or  not 
this  could  be  changed? 

Mr.  Forlines.  Yes,  I  have. 

Mr.  Rose.  Would  you  supply  for  the  subcommittee  record  the 
name  or  names  of  those  people,  please?  I  am  saying  for  the  record, 
in  writing,  I  would  like  to  know  who  they  are. 

Mr.  Forlines.  OK. 

[The  material  follows:! 
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BROWN  &  WTI.I  lAMSOX 
TOBAC:CO  CORPORAnON 


ERNEST  PEPPLES 


October  5,  1993 


Hand  Delivered 

Mr.  Jack  S.  Forlines 

Acting  Director,  Tobacco  and  Peanuts  Division 

U.S.  Department  of  Agriculture 

Washington,  DC 

Dear  Mr.  Forlines: 

Thank  you  for  the  opportunity  to  visit  with  you  on 
September  30,  1993,  and  to  comment  on  various  areas  of 
concern  with  respect  to  the  implementation  of  Section  1106 
of  the  Omnibus  Budget  Reconciliation  Act  of  1993. 

I  have  enclosed  with  this  letter,  for  your  consideration,  a 
proposed  form  of  regulation,  with  an  accompanying  memorandum 
that  summarizes  the  rationale  behind  each  section  of  such 
proposed  regulation. 

If  we  can  provide  further  information,  or  if  we  can  be  of 
further  assistance,  please  feel  free  to  contact  me. 


Sincerely, 


EP/dlb 
Enclosures 
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MEMORANDUM 
Regarding  Proposed  Regulations  for 
Section  1106  of  the  Omnibus  Reconciliation  Act  of  1993 


The  Omnibus  Reconciliation  Act  of  1993  ("Act")  is  not  a 
model  of  clarity.   Inconsistent  wording,  references  to 
differing  time  periods  and  the  absence  of  guidance  on 
important  features  for  compliance  accent  the  need  for 
thoughtful  implementing  regulations.   While  the  attached 
proposed  regulations  are  not  comprehensive,  they  are 
intended  to  reduce  shortcomings  of  the  statutory  language, 
guided  by  objectives  of  fairness  and  practical 
administration. 

Effective  Date 

The  domestic  content  certification  and  reporting 
requirements  of  the  Act  relate  to  cigarettes  produced  by  a 
domestic  manufacturer  of  cigarettes  "for  each  calendar 
year."   The  logical  effective  date  for  certification  and 
reporting  is  for  cigarettes  produced  on  or  after  January  1, 
1994,  the  beginning  of  the  first  calendar  year  following 
enactment  of  the  Act. 

The  logical  effective  date  for  the  penalty  provisions, 
on  the  other  hand,  should  reflect  tobacco  inventory  and 
aging  practices  of  the  industry.   Standard  industry  practice 
involves  "aging"  tobacco  for  24  months  on  average  from  the 
time  of  purchase  until  use  in  producing  cigarettes. 
Therefore,  cigarettes  produced  in  1994  and  1995  will  use 
tobacco  purchased  by  manufacturers  prior  to  enactment  of  the 
Act.   Retroactive,  ex  post  facto  application  of  the 
penalties  with  respect  to  cigarettes  produced  from  tobacco 
purchased  prior  to  the  enactment  of  the  Act  would 
arbitrarily  penalize  domestic  manufacturers  of  cigarettes 
for  past  purchases  which  were  not  then  subject  to  such 
penalties.    By  applying  the  certification  and  reporting 
provisions  effective  January  1,  1994,  and  penalty  provisions 
effective  January  1,  1996,  the  Department  of  Agriculture 
will  achieve  the  Congressional  purpose  of  encouraging 
domestic  manufacturers  of  cigarettes  to  purchase  domestic 
tobacco,  starting  immediately. 

Administration 

This  proposal  is  straightforward;  it  does  not  involve 
any  ambiguity  or  shortcoming  of  the  Act. 
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Mr.  Rose.  Mr.  Miller,  have  you  been  contacted  by  anybody  who 
would  like  to  see  those  regulations  changed?  Just  the  same  ques- 
tion I  asked  Mr.  Forlines.  Do  you  want  me  to  reask  the  question? 
I  will  reask  the  question  if  you  are  not  clear  on  what  I  am  asking. 

Mr.  Miller.  Mr.  Chairman,  I  have  been  contacted  by  some  indi- 
viduals that  are  concerned  about  the  content  of  the  regulation,  but 
none  specifically  on  this  issue. 

Mr.  Rose.  The  issue  being  the  use  of  the  foreign  grown  stocks 
before  they  have  to  comply  with  the  75  percent  provision. 

Mr.  Miller.  I  have  been  asked  no  questions  about  that. 

Mr.  Rose.  Directly  on  that  point? 

Mr.  Miller.  That's  right. 

Mr.  Rose.  Have  you,  Mr.  Hopkins? 

Mr.  Hopkins.  No,  Mr.  Chairman,  I  have  not.  There  have  been 
open  discussions  with  specific  questions  about  that. 

Mr.  Rose.  Where  were  these  discussions? 

Mr.  Hopkins.  They  called  the  office  and  just  asked  about  the  do- 
mestic content  and  the  reactions  to  that. 

Mr.  Rose.  But,  has  anybody  called  you  that  you  know  or  could 
identify  on  the  telephone  to  ask  you,  "Will  it  be  possible  for  us  to 
use  our  foreign  stocks  first?" 

Mr.  Hopkins.  No. 

Mr.  Rose.  Gentlemen,  you  have  done  a  great  job. 

Mr.  Baesler. 

Mr.  Baesler.  I  have  a  couple  more  questions. 

Mr.  Hopkins.  Mr.  Chairman,  I  would  like  to  point  out  one  thing 
on  the  information  that  we  gave  to  you  in  reference  to  imports.  The 
very  last  page,  if  you  will  notice,  contains  20  countries  from  which 
we  have  been  receiving  imports.  That  is  not  the  total  amount  of 
countries.  We  receive  imports  from  82  countries.  This  is  the  top  20, 
if  you  will.  And  we  would  be  glad  to  supply  you  with  all  of  them, 
if  you  would  like. 

Mr.  Baesler.  Thank  you. 

Mr.  Rose.  I  think  we  would  like  to  have  that  for  the  record  of 
this  hearing. 

Mr.  Hopkins.  You  would  like  to  have  all  of  them? 

Mr.  Rose.  Yes,  sir.  Just  submit  them  later  to  us. 

[The  material  follows:] 
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United  States 

Agricultural 

P.O.  Box  96456 

Department  of 

Marketing 

Washington,  DC 

Agriculture 

Service 

20090-6456 

Honorable  Charles  Rose 

Chairman,  Subcommittee  on  Specialty  Crops  and  Natural  Resources 

Committee  on  Agriculture 

U.S.  House  of  Representatives 

105  Cannon  House  Office  Building 

Washington,  D.C.    20515 

Dear  Charlie: 

Enclosed  is  the  material  you  requested  at  the  field  hearing  of  the  Subcommittee  on 
October  29  at  Lexington,  Kentucky.   The  material  is  an  expanded  version  of  a  table 
presented  at  the  hearing  which  showed  volume  of  imported  tobacco  from  the  top  20  countries 
inspected  by  personnel  of  the  Tobacco  Division,  Agricultural  Marketing  Service  since  1984. 

The  expanded  version  shows  yearly  volume  from  all  countries,  or  combinations,  since 

July  13,  1984,  through  October  22,  1993.    1  call  your  attention  to  the  footnotes  indicating  the 

exact  time  periods  for  1984  and  1993. 

We  stand  ready  to  provide  further  assistance  as  needed. 

Sincerely, 


LON  HATAMIYA 
Administrator 

Enclosure 


M?P^    The  Agricultural  Markeitng  Service 
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IS  an  agency  of  the 

Untied  States  Oepatlment  ot  Agriculture 
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Mr.  Rose.  Mr.  Smith. 

Mr.  Smith.  Mr.  Chairman,  I  would  Uke  to  make  just  two  brief 
points  on  the  no-net  cost  issue  as  well.  On  Burley  and  Flue-cured 
tobacco,  I  would  like  to  make  the  point  that  those  are  two  separate 
pool  accounts  and  the  policies  of  Flue-cured  in  no  way  affect  the 
pool  for  Burley.  And  on  the  contribution  by  the  Burley  growers  and 
now,  the  purchases  of  the  Burley  tobacco,  any  funds  contributed  to 
those  accounts  are  there  for  the  use  of  the  Commodity  Credit  Cor- 
poration for  any  loss  on  Burley  tobacco  and  cannot  be  transferred 
for  other  purposes. 

Mr.  Rose.  And  that  is  in  which  pool? 

Mr.  Smith.  The  pools  are  separate. 

But  any  contributions  for  Burley  tobacco  from  1982  up  through 
the  current  crop,  if  they  have  not  been  used  for  Burley  purposes, 
those  funds  are  still  in  the  account — they  have  not  been  lost — to 
the  benefit  of  the  growers. 

Mr.  Rose.  Is  there  ever  a  time  under  your  comprehension  that 
those  funds  would  be  a  pro  rata  return  to  the  farmers  that  paid 
them  in? 

Mr.  Smith.  Under  the  current  statute,  the  only  condition  would 
be  if  the  growers  were  to  vote  the  program  out  in  the  future  or  the 
co-ops  were  to  cease  to  exist. 

Mr.  Rose.  Now,  we  talked  about  the  peanut  program  coming  up 
here  on  the  airplane.  And  on  the  peanut  program,  the  farmer  gets 
a  dividend. 

And  of  course,  that  creates  a  problem  because  we  have  $91  mil- 
lion— $93  million,  roughly,  in  loss  in  the  Georgia  peanut  crop  and 
no  money  in  the  pool  to  pay  it  up.  Now  that  is  roughly  correct,  is 
it  not? 

Mr.  Smith.  Yes,  sir.  In  the  case  of  peanuts,  when  there  is  a  profit 
on  a  particular  crop,  that  profit  is  shared  back  with  the  grower. 
Since  1982  with  the  no-net  cost  program  on  tobacco,  any  crop  that 
returns  a  profit,  the  net  gains  or  the  profit  from  that  crop  would 
go  into  the  no-net  cost  account  for  use  later  on  should  we  have  a 
disastrous  crop  and  we  take  losses. 

Mr.  Rose.  But,  when  you  compute  what  the  no-net  cost  fund  is 
to  be  for  the  next  year,  you  take  into  account  how  much  money  you 
have  in  the  bank  already,  do  you  not? 

Mr.  Smith.  That  is  correct. 

Mr.  Rose.  That  is  the  answer. 

Mr.  Baesler.  I  have  a  couple  of  questions.  First  of  all,  Mr. 
Smith,  you  might  be  able  to  answer  this  or  maybe  Mr.  Forlines. 
The  co-op — a  question  has  been  asked  is  why  can  a  co-op  not  sell 
directly  to  foreign  manufacturers,  and  you  gave  me  the  best  answer 
on  that  one  time  before,  so  if  you  could  just  sort  of — Mr.  Forlines. 
People  often  wonder  why  the  co-ops  cannot  sell  to  foreign  manufac- 
turers. Could  you  explain  that? 

Mr.  Smith.  Yes,  sir.  The  price  support  program  is  administered 
by  USDA  and  the  Commodity  Credit  Corporation's  law  requires  us 
to  use  existing  trade  channels  to  the  extent  practical  in  order  to 
sell  the  Commodity  Credit  Corporation  commodities. 

In  the  case  of  tobacco,  we  do  not  call  the  loan,  so  it  is  not  actu- 
ally owned  by  the  Commodity  Credit  Corporation,  but  we  have  a 
collateral  interest.  Because  of  the  Government's  collateral  interest 
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in  that  tobacco,  we  require  the  co-ops  to  use  existing  commercial 
channels  and  not  compete  with  those  commercial  channels  in  mov- 
ing the  tobacco  into  the  ultimate  end  use.  The  issue  there  would 
be  that  a  private  company  would  have  overhead  costs  that  the  co- 
op perhaps  would  not  have  because  it  is  operated  under  a  budget, 
where  the  Commodity  Credit  Corporation  is  advancing  the  funds. 
So,  the  co-op  could  be  put  in  an  advantageous  position  in  compari- 
son with  the  private  sector.  And  that  is  prohibited  by  the  policy 
and  the  statute  under  the  Commodity  Credit  Corporation. 

Mr.  Baesler.  The  second  question  I  have,  do  you  feel  that  the 
penalties  against  the  tobacco  companies  regarding  exceeding  the 
limits  on  import  content  is  adequate  to  keep  them  from  taking  the 
penalty  and  not  complying  with  the  law? 

Mr.  Smith.  This  is  under  the  new  legislation,  75  percent? 

Mr.  Baesler.  Yes. 

Mr.  Smith.  Yes,  sir.  The  penalties  are  pretty  severe  for  a  com- 
pany that  imports  in  excess  of  the  25  percent.  And  that  penalty, 
plus  the  cost  of  having  to  purchase  the  tobacco  in  an  international 
market,  would  certainly  make  that  tobacco  more  expensive  than 
domestic  tobacco. 

Mr.  Baesler.  Two  other  questions.  How  is  the  oriental  tobacco 
counted  in  the  75  percent  rule?  This  is  for  people  who  have  given 
me  questions  and  I  told  them  we  would  ask  them  before  we  quit. 

Mr.  Smith.  Yes,  sir.  The  25  percent  issue  is  that  we  are  propos- 
ing to  issue  regulations.  It  is  our  interpretation  as  far  as  proposing 
regulations  for  comments  that  the  oriental  tobacco  is  contained  in 
the  25  percent.  It  accounts  for  about  14  percent  of  our  imports.  And 
it  is  our  interpretation  for  purposes  of  proposing  a  rule  that  that 
is  the  intent  of  legislation,  particularly  when  you  look  at  the  histor- 
ical record  or  the — Jack,  you  may  have  to  help  me  on  this  one — 
the  legislative  history.  The  legislative  history  would  indicate  that 
this  was  the  intent  of  Congress. 

Now  my  point  there  is  that  when  you  go  to  rulemaking,  the  pub- 
lic is  given  an  opportunity  to  read  the  law  and  make  their  interpre- 
tation as  well.  Aiid  so  we  would  expect  that  there  would  be  com- 
ments to  the  contrary  due  to  the  rulemaking  process. 

Mr.  Baesler.  The  last  question  I  have,  for  the  record,  what  other 
U.S.  grown  commodities  generate  State  excise  and  Federal  excise 
tax  and  what  are  the  values  of  them,  as  compared  to  tobacco,  do 
you  know? 

Mr.  Smith.  No,  sir.  I  do  not  know  that  off-hand. 

Mr.  Baesler.  We  will  find  that  out  for  the  individual,  whoever 
asked  the  question. 

Mr.  Smith.  Yes,  sir. 

Mr.  Baesler.  Thank  you. 

[The  information  follows:] 
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The  following  information  was  compiled  by  Tobacco  and  Peanuts 
Analysis  Division,  ASCS,  U.S.  Department  of  Agriculture: 

Federal  and  State  Government  Alcohol  and  Tobacco  Excise  Tax 
Collections,  Fiscal  Years,  1990-93 


Source  of  Revenue 

1990 

1991 

1992 

1993  1/ 

million  dollars          | 

Federal  Government 

Alcohol 
Tobacco 

5,819 
4,272 

7,225 
4,782 

7,907 
5,190 

7,600 
5,740 

State  Governments 

Alcohol 
Tobacco 

3,475 
5,594 

3,683 
5,958 

3,815 
6,132 

3,950 
6,210 

Federal  and  State 
Governments,  Combined 

Alcohol 
Tobacco 

9,294 
9,866 

10,908 
10,740 

11,722 
11,322 

11,550 
11,950 

1/    USDA  Estimates. 


Compiled  from  reports  of  U.S.  Bureau  of  Alcohol,  Tobacco, 
and  Firearms,  and  U.S.  Bureau  of  Census. 
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Mr.  Rose.  I  want  to  thank  you  all  one  last  time. 

Mr.  Smith,  that  means  then  that  if  oriental  tobacco,  which  is  nec- 
essary for  flavoring,  is  roughly  14  percent  of  the  25  percent  that 
would  come  in,  then  we  are  talking  about  11  percent  Flue-cured 
and  Burley  that  can  be  imported,  is  that  correct? 

Mr.  Smith.  Yes,  sir. 

Mr.  Rose.  Thank  you. 

On  that  happy  note 

Mr.  Smith.  Or  any  other — it  is  not  limited  to  just  Flue-cured  and 
Burley. 

Mr.  Rose.  Right. 

Mr.  Smith.  It  could  be  imports  of  other  kinds  as  well. 

Mr.  Rose.  Thank  you. 

I  want  to  thank  you  all  for  your  great  job  of  testifying  and  an- 
swering our  questions.  I  want  to  thank  Congressman  Baesler  for 
making  this  hearing  happen.  This  is  the  first  tobacco  hearing  we 
have  held  in  the  field  in  this  Congress.  And  I  apologize  I  could  not 
come  here  in  August,  but  I  am  glad  we  are  here  this  month.  And 
I  am  proud  that  the  team  of — it  sounds  like  a  law  firm,  but  it  is 
really  the  team  of  Baesler,  Barlow,  Natcher,  and  Ford  is  in  place. 

Thank  you  all  very  much,  and  this  hearing  is  adjourned. 

[Whereupon,  at  1  p.m.,  the  subcommittee  was  adjourned,  to  re- 
convene, subject  to  the  call  of  the  Chair.] 

[Material  submitted  for  inclusion  in  the  record  follows:] 
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STATEMENT  BY  DALLAS  R.  SMITH,  DEPUTY  UNDER  SECRETARY 

INTERNATIONAL  AFFAIRS  AND  COMMODITY  PROGRAMS 

U.  S.  DEPARTMENT  OF  AGRICULTURE 

BEFORE  THE 

SUBCOMMITTEE  ON  SPECIALTY  CROPS  AND  NATURAL  RESOURCES 

COMMITTEE  ON  AGRICULTURE 

U.  S.  HOUSE  OF  REPRESENTATIVES 

OCTOBER  29,  1993 

Mr.  Chairman  and  Members  of  the  Subcommittee,  I  am  happy  to  be 
here  with  you  today  in  Lexington,  Kentucky,  to  discuss  the 
different  issues  as  they  relate  to  the  tobacco  price  support 
program.  I  also  have  with  me  Jack  Forlines,  Acting  Director  of  the 
ASCS  Tobacco  and  Peanuts  Division,  Robert  Miller,  Director  of  the 
ASCS  Tobacco  and  Peanuts  Analysis  Division,  and  Larry  Hopkins, 
Director  of  the  AMS  Tobacco  Division.  After  my  opening  statements, 
these  gentlemen  will  assist  me  in  responding  to  any  guestions  you 
wish  to  ask. 

Tobacco  has  continued  its  positive  contribution  to  the  U.S. 
trade  balance  during  the  first  eight  months  of  1993.  Exports 
surpassed  imports  by  $2.45  billion  during  the  January-August  1993 
period.  Unmanufactured  tobacco  contributed  $921  million  and 
tobacco  products  added  an  additional  $3.54  billion  in  export 
earning.  Cigarette  exports  during  the  period  totaled  $2.41 
billion.  Burley  tobacco  accounted  for  over  $341  million  of  the 
unmanufactured  tobacco  shipments.  Flue-cured  and  fire-cured 
tobacco  added  $464  and  $30  million  respectively.  The  estimated 
farm-sales-weight  equivalent  of  the  burley  tobacco  exported  is 
152.7  million  pounds. 
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2 
FORCES  OF  CHANGE 

I  want  to  identify  a  number  of  forces  of  change  with  the 
potential  to  impact  on  tobacco  industry  and  potential  impacts  on 
various  sectors  of  the  industry.  At  the  sector  level,  a  force  of 
change  impacts  one  or  more  of  the  determinants  of  income;  that  is, 
price,  average  cost  of  production  or  quantity  produced  and  sold. 
These  impacts  generate  structural  change  as  measured  by  the  number 
and  size  of  individuals  and  entities  in  the  sector  and  location  of 
the  activity. 

Each  force  of  change  will  exert  unique  impacts  upon  the 
structure  of  the  industry.   In  some  cases,  the  influence  upon  an 
income  determinant  is  predictable,  while  with  others,  the  effect, 
i.e.,  incidence,  direction  and  magnitude,  is  not  readily 
discernible. 

Two  major  items  are  (1)  the  minimum  domestic  tobacco  content 
law,  with  regard  to  U.S.  manufactured  cigarettes,  and  (2)  changes 
in  Federal  excise  tax  rates. 

Other  forces  are:  (1)  The  rising  budget  deficit;  (2)  The 
adoption  of  "no-smoking"  areas,  and  declining  social  acceptance 
of  cigarette  smoking;  and  (3)  The  continued  erosion  of  U.S. 
market  shares  to  low-cost  foreign  producers.   My  statement  today 
will  concentrate  on  the  minimum  domestic  tobacco  content  law. 
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As  you  know,  Mr.  Chairman,  the  flue-cured  market  has 
experienced  weak  demand  with  a  large  quantity  of  tobacco  being 
taken  by  the  Flue-Cured  Stabilization  Corporation.   There  are 
several  factors  involved.   We  understand  the  quality  of  the  1993 
crop  is  considerably  below  average.   Furthermore,  the  U.S. 
manufacturers  face  a  great  deal  of  uncertainty  about  the  future 
of  Federal  and  state  excise  taxes  and  are  trying  to  determine 
their  options  under  the  minimum  domestic  content  law. 

Through  October  21,  most  of  the  1993  flue-cured  crop  had 
been  sold  at  an  average  of  $1.68  per  pound,  four  cents  below  a 
year  ago.   Loan  receipts  represent  one-fifth  of  the  crop  and  have 
reached  the  highest  amount  since  1983.   We  cannot  tell  whether  or 
not  some  of  these  same  conditions  will  occur  for  burley  tobacco 
when  the  burley  market  opens  next  month. 


DOMESTIC  CONTENT  REOaiREMENTS 

The  1993  Budget  Reconciliation  law,  enacted  August  10, 
amended  the  Agricultural  Adjustment  Act  of  1938  to  provide  a  75 
percent  level  of  use  of  U.S. -grown  tobacco  in  cigarettes  produced 
in  this  country.   This  is  commonly  known  as  the  "Ford  Amendment". 
Currently,  about  40  percent  of  tobacco  used  in  domestically- 
produced  cigarettes  is  imported.   Thus,  to  comply  with  the  new 
law,  manufacturers  will  have  to  sharply  reduce  the  amount  of 
imported  tobacco  share  in  their  blends.   As  multinational  firms. 
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manufacturers  could  shift  some  portion  of  their  output  to 
overseas  factories. 

These  1993  amendments  require  U.S.  domestic  manufacturers  of 
cigarettes  to  certify  annually  to  the  Secretary  of  Agriculture 
the  percentage  of  U. S. -produced  tobacco  in  the  total  quantity  of 
tobacco  used  by  the  domestic  manufacturer  to  produce  cigarettes 
during  the  calendar  year.   Affected  manufacturers  who  exceed  the 
25  percent  foreign  content  limitation  or  who  do  not  certify  the 
percentage  of  foreign  content  used  will  be  required  to  pay  a  non- 
refundable marketing  assessment  to  the  Commodity  Credit 
Corporation.  In  addition,  affected  manufacturers  who  exceed  the 
25  percent  limit  must  purchase  U.S.  tobacco  (in  equal  amounts 
divided  equally  between  flue-cured  and  burley)  from  domestic 
producer-owned  cooperative  marketing  associations  in  an  amount 
equal  to  the  quantity  of  imported  tobacco  that  was  used  in  excess 
of  the  25  percent  limit.   Failure  to  purchase  the  required  amount 
of  tobacco  from  the  associations  can  result  in  a  penalty 
assessment  equal  to  75  percent  of  the  average  market  price  for 
the  respective  type  of  tobacco  for  the  total  purchase  shortage. 

The  United  States  and  virtually  all  of  our  trading  partners 
are  contracting  parties  to  the  General  Agreement  on  Tariffs  and 
Trade  (GATT) .   Under  GATT,  countries  may  request  consultations 
and  dispute  settlement  proceedings  if  they  believe  another 
country  has  taken  any  action  in  which  there  is  a  violation  of 
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GATT.  Subsequent  to  enactment  of  the  legislation,  leading 
suppliers  of  tobacco  to  the  United  States  formally  requested 
consultations  under  GATT  to  review  the  consistency  of  the  "Ford 
amendment"  with  our  international  obligations.   The  initial 
consultations  were  held  on  October  4,  and  the  United  States  is  in 
the  process  of  preparing  an  official  response  to  questions  raised 
during  the  consultation.   At  the  end  of  these  consultations, 
these  countries  may  request  that  the  United  States  action  be 
examined  by  a  GATT  panel  of  experts.   If  a  GATT  panel  were  to 
find  the  measure  inconsistent  with  the  GATT,  the  United  States 
would  be  requested  to  take  corrective  action. 


PROPOSED  RULES 

The  Department  is  developing  proposed  rules  for  implementing 
the  domestic  content  requirements  for  domestically  produced 
cigarettes  and  to  impose  the  assessments  on  imported  tobacco. 
The  proposed  rules  will  be  published  in  the  Federal  Register  and 
the  public  will  be  afforded  an  opportunity  to  comment  before  a 
final  regulation  is  published. 

With  excess  supplies,  flue-cured  and  bur ley  marketing  quotas 
are  both  likely  to  decline  10  percent  in  1994.   Beyond  next  year, 
the  path  of  U.S.  production  depends  on  the  changes  in  Federal 
cigarette  taxes,  state  and  local  taxes,  and  the  margins  of  U.S. 
cigarette  manufacturers,  as  well  as  whether  or  not  U.S.  firms 
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move  any  of  their  processing  facilities  overseas.   Restrictions 
on  where  people  can  smoke  will  probably  grow  and  the  social 
acceptability  of  smoking  will  probably  decline  further.   In 
addition,  the  U.S.  industry  faces  stiff  competition  from  foreign 
tobacco  growers  in  supplying  world  leaf  requirements. 

Mr.  Chairman,  this  gives  a  brief  overview  of  where  we  are  on 
tobacco.   We  will  be  glad  to  respond  to  your  questions. 

(Attachments  follow:) 
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statement  before  the  Subcommittee  on  Specialty  Crops  and  Natural  Resources 

Lexington,  Kentucky 
October  29,  1993 

My  name  is  William  Snail.  I  am  an  assistant  extension  professor  in  Agricultural 
Economics  at  the  University  of  Kentucky.  I  was  raised  on  a  6  generation  tobacco  farm  just 
15  miles  north  of  campus  where  my  family  is  still  actively  involved  in  tobacco  production. 
Part  of  my  extension  assignment  at  the  University  of  Kentucky  is  working  with  farm 
groups,  legislators,  and  farmers  across  the  state  on  tobacco  policy,  marketing  and  trade 
issues.  This  morning  I  would  like  to  share  with  the  subcommittee  some  of  my  viewpoints 
on  the  impact  of  certain  changes  and  proposed  changes  in  Washington  D.C.  on  tobacco 
farmers  in  Kentucky. 

I  was  involved  with  the  farm  groups  in  their  discussions  surrounding  the  domestic 
content  legislation.  While  their  still  exists  much  debate  among  farm  groups  and  industry 
personnel  over  this  legislation,  there  is  no  doubt  in  my  mind  that  without  this  legislation 
Kentucky  farmers  would  have  been  looking  at  lower  burley  prices  and  excessive  pool 
stocks  for  the  1993  crop,  a  20%  or  more  cut  in  the  burley  tobacco  quota  for  1994,  and 
burley  imports  approaching  35-40%  of  total  burley  use. 

While  this  legislation  does  provide  a  lot  of  reason  for  concern  in  the  export  market 
in  terms  of  lost  leaf  and  cigarette  exports,  the  gains  in  the  domestic  market,  assuming 
manufacturers  adhere  to  the  25%  threshold  level,  should  outweigh  the  losses  in  the  export 
market  in  the  short-term. 

In  analyzing  this  anticipated  decline  in  exports,  one  must  keep  in  mind  that  even 
without  this  legislation,  U.S.  tobacco  exports  would  have  likely  declined  in  the  current 
marketing  environment  of  excessive  world  tobacco  supplies  and  U.S.  cigarette 
manufacturers  utilizing  more  foreign  cigarette  plant  capacity.  The  question  becomes  has 
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this  legislation  accelerated  these  trends?  The  answer  to  this  question  and  thus  the  mid- 
to  long-term  innpact  of  this  legislation  hinges  considerably  upon  the  U.S.'s  ability  to  remain 
price/quality  competitive  in  the  world  burley  market.  This  will  be  a  real  challenge  to  U.S. 
tobacco  farm  groups  given  the  current  price  environment.  The  structure  of  our  price 
support  formula  will  likely  continue  to  call  for  modest  increases  in  the  average  price 
support  in  the  near  future  while  world  burley  prices  will  continue  to  fall  amidst  excess 
world  burley  supplies.  This  will  put  increasing  pressure  on  farm  groups  to  address  price 
support  and  lease  price  issues  as  well  as  require  farmers  to  reduce  production  costs  in 
order  to  sustain  burley  profitability  at  recent  levels. 

The  proposed  increase  in  the  federal  excise  tax  on  cigarettes  represents  another 
major  challenge  facing  the  Kentucky  tobacco  farmer.  By  my  calculations  a  75  cent  per 
pack  increase  in  the  federal  excise  tax  on  cigarettes  will  initially  reduce  Kentucky  burley 
demand  by  some  30  to  50  million  pounds,  valued  at  some  50  to  90  million  dollars.  States 
will  undoubtedly  respond  to  this  federal  tax  increase  by  increasing  state  excise  taxes  on 
tobacco  products  in  order  to  keep  their  tobacco  tax  revenue  base  from  falling  abruptly 
amidst  falling  consumption.  As  a  result,  the  short  to  mid-term  effect  of  these  federal  and 
state  excise  tax  increases  could  easily  erode  away  another  1 5  to  20  percent  of  an  already 
declining  Kentucky  burley  tobacco  quota  base.  Considering  that  the  tobacco  dollar  in 
many  rural  Kentucky  communities  may  "rollover"  three  to  four  times,  large  increases  in 
federal  and  state  tax  revenues  will  undoubtedly  have  a  devastating  impact  on  many  rural 
Kentucky  counties.  Tobacco  in  many  of  these  counties  accounts  for  more  than  50%  of 
net  farm  income  and  contributes  greatly  to  property  values  and  thus  local  tax  bases. 

Let  me  close  by  sharing  with  you  a  few  of  my  expectations  regarding  the  1993 
market.   The  1993  burley  market  will  be  affected  by  many  of  the  same  factors  that  are 
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currently  adversely  affecting  the  1993  flue-cured  market.  These  include  excess  world 
tobacco  supplies  at  considerably  lower  prices,  uncertainty  with  regards  to  the  domestic- 
content  legislation  and  the  proposed  federal  excise  tax  increase  on  cigarettes.  However, 
the  quality  of  the  1993  U.S.  burley  crop  will  be  considerably  better  than  the  quality  of  the 
1993  U.S.  flue-cured  crop.  Despite  a  good  quality  crop,  burley  loan  (pool)  receipts  will 
likely  exceed  100  million  pounds  this  marketing  year  and  may  even  surpass  150  million 
pounds.  As  a  result,  the  price  support  attached  to  each  lot  of  tobacco  will  be  very  critical 
in  determining  a  farmer's  price  on  the  1993  crop.  Given  that  around  60%  of  the  grades 
that  U.S.  burley  farmers  typically  market  in  a  given  year  will  have  price  supports  of  1.80 
or  higher  attached  to  them  this  marketing  season  indicates  that  prices  will  likely  average 
in  the  upper  $1.70's  to  low  $1.80's  per  pound  compared  to  1992's  crop  average  of 
$1,815  per  pound. 

Examining  the  components  of  the  burley  tobacco  quota  formula  reveals  that 
growers  will  likely  receive  another  10%  reduction  in  quotas  for  1994  (the  maximum 
allowed  under  the  revised  tobacco  program).  In  response  to  this  depressed  market 
outlook,  Kentucky  agricultural  leaders  and  farmers  are  very  uncertain  about  the  future 
agricultural  economy  in  this  state.  Farmers  are  attempting  to  diversify  their  operations 
with  other  crops  to  supplement  declining  tobacco  income.  However,  the  price  and 
income  instability  associated  with  these  crops  coupled  with  an  inadequate  infrastructure 
system  to  support  these  crops  has  so  far  limited  the  success  of  these  so  called 
"alternative  crops".  In  reality,  a  large  number  of  Kentucky  farmers  appear  that  they  will 
attempt  to  "weather-out  the  storm"  on  a  commodity  whose  future  may  depend  more  on 
political  action  taken  in  Washington  D.C.  than  on  traditional  economic  forces. 
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STATEMENT  BY  R.F.  "RANDY"  HARRISON 

DIVISIONAL  VICE  PRESIDENT 

LEAF  OPERATIONS 

BROWN  &  WILLIAMSON  TOBACCO  CORPORATION 

BEFORE  THE 

U.S.  HOUSE  OF  REPRESENTATIVES 

SUBCOMMITTEE  ON  SPECIALTY  CROPS  AND  NATURAL 

RESOURCES 

AT  THE 

SEAY  AUDITORIUM 

UNIVERSITY  OF  KENTUCKY 

LEXINGTON,  KENTUCKY 
FRIDAY.  OCTOBER  29.  1993 


Mr.  Chairman,  thank  you  for  the  opportunity  to  meet  with  you  today 
and  to  discuss  the  outlool<  for  the  1993  burley  crop  here  In  Kentucky.   You 
have  asked  for  comment  regarding  how  we  see  the  demand  for  this  year's 
crop,  to  relate  the  buying  process  to  the  current  auction  system,  and  to  also 
discuss  the  role  that  the  pool  plays  in  the  selling  of  tobacco,  as  well  as 
some  specific  comments  about  the  hundred  pound  weight  limit  and 
requirements  of  the  ten  day  weigh  in  and  receiving  periods. 

Mr.  Chairman,  I  am  very  pleased  to  be  here  and  to  be  a  member  of 
this  panel.   I  shall  be  brief  in  my  remarks.    My  name  is   R.F.  "Randy" 
Harrison,  Vice  President  of  Leaf  Operations  for  Brown  &  Williamson  Tobacco 
Corporation  --   which  in  the  growing  community  is  known  as  Export  Leaf 
Tobacco  Company   --   or  "ELT".   I  am  based  at  our  central  leaf  processing 
facility  at  Wilson,  North  Carolina,  but  spend  a  great  deal  of  time  here  in 
Kentucky,  especially  when  the  tobacco  markets  are  open. 
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Brown  &  Williamson  Tobacco  Corporation  is  the  nation's  third  largest 
cigarette  manufacturer  and  is  headquartered  at  Louisville.    B&W  has  a  long 
historical  relationship  with  Kentucky  of  which  all  of  our  employees  are  quite 
proud. 

Let  me  also  take  this  opportunity  to  thank  this  subcommittee  for  its 
work  over  the  years.   Your  oversight  regarding  tobacco  gives  direction  and 
guidance  to  an  industry  rich  in  American  heritage  but  often  maligned  of  its 
dignity. 

You  asked  me  today  to  address  issues  related  to  this  year's  Kentucky 
burley  tobacco  crop  and  to  the  upcoming  market  which  opens  here  in 
Kentucky  on  Monday,  November  22,  just  prior  to  Thanksgiving. 

As  we  see  it,  this  year's  burley  crop,  overall,  will  be  an  average  to 
better  than  average  crop,  a  very  usable  crop.    Our  buyers  have  been  in  the 
field  and  their  reports  to  me  are  that  this  is  a  better  than  average  crop  and 
that  also  there  has  been  very  little  "house  burn,"  or  damage  to  the  crop 
during  the  drying  process,  and  that  there  is  very  little  muddy  tobacco  as  a 
result  of  field  drying,  so  I  can  report  we  expect  a  good  crop  of  Kentucky 
burley  this  year. 

We  support  the  U.S.  Department  of  Agriculture's  estimate  that  this 
year's  crop  will  come  in  at  approximately  620  million  pounds,  with  some 
additional  tobacco  being  added  because  of  carryover  from  last  year.   We 
believe  purchases  will  be  approximately  450  million  pounds,  resulting  in 
approximately  175  plus  million  pounds  of  burley  finding  its  way  into  the  pool 
this  year,  up  from  142  millions  pounds  of  burley  placed  in  the  pool  a  year 
ago. 


85 


-3- 


Mr.  Chairman  there  are  a  number  of  reasons  why  this  amount  of 
burley  may  go  into  the  pool. 

First,  there  is  a  tremendous  excess  of  world  tobacco  stock.  Supply 
simply  outstrips  demand  and  it  exacerbates  the  high  U.S.  pricing  situation. 
Export  requirements  are  down  due  to  high  U.S.  prices,  especially  when 
compared  to  market  prices  in  other  parts  of  the  world.  In  addition,  the 
international  tobacco  climate,  while  of  strong  potential,  is  perhaps  also 
taking  longer  to  unfold,  due  to  trading  yet  to  open  in  some  parts  of  the 
world. 

Another  factor  is  the  recent  enactment  by  the  Congress  of  domestic 
content  legislation  requiring  75%  U.S.  tobacco  content  in  all  cigarettes 
manufactured  in  the  United  States.   While  the  objective  of  reducing  imports 
is  widely  agreed  in  the  U.S.  tobacco  industry,  we  believe  a  statute  that 
forces  domestic  content  is  unsound  as  a  matter  of  economic  theory,  clearly 
offends  our  best  trading  partners  (e.g.  Turkey)  and  departs  from  good 
business  practices.   Only  the  future  will  tell  if  even  in  the  short  term  the 
legislation  will  have  the  desired  effect  of  reducing  imports.    In  the  long  term, 
it  clearly  will  not  work. 

Other  factors  this  year  are  the  potential  for  new  excise  taxes,  as  well 
as  the  potential  for  even  additional  restrictions  regarding  the  use  of  tobacco 
products. 

So,  taken  together,  all  these  factors  have  created  uncertainty  in  the 
market.   The  result  is  conservative  purchasing  practices  across  the  tobacco 
belt.   This  conservatism  has  already  surfaced  in  the  flue  cured  markets  and 
is  likely  to  occur  in  the  burley  market. 
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Perhaps  some  comparison  is  in  order.  The  flue-cured  crop  this  year, 
is  approximately  the  same  size  as  the  previous  year,  when  some  83  million 
pounds  went  into  the  pool. 

This  year  approximately  195  million  pounds  are  expected  to  go  into 
the  pool.   The  heavy  drought  and  heat  during  the  1993  season  resulted  in  a 
crop  substantially  below  average.    But  even  it  there  had  been  a  good  crop,  it 
is  my  opinion  the  pool  results  would  have  been  approximately  the  same. 

The  combination  of  forces  I  have  already  outlined,  especially  the  glut 
of  tobacco  on  the  world  market,  has  resulted  in  export  orders  being  down 
this  year.   When  you  take  into  account  international  considerations, 
combined  with  the  lowering  of  domestic  intentions  related  to  the  turmoil  in 
the  U.S.  market,  it  is  understandable  why  both  the  flue-cured  and  burley 
pools  are  projected  to  be  up  considerably  this  year. 


Pause 


Mr.  Chairman  you  have  also  asked  me  to  comment  on  the  auction 
system  and  some  other  issues  related  to  the  tobacco  selling  season.    Let  me 
take  just  a  minute  to  review  those  with  you. 

I  have  witnessed,  and  I  believe  my  colleagues  from  the  other 
companies  will  agree  on  this,  government  graders  have  been  grading 
tobacco  at  a  higher  grade  than  the  reality.   The  result  is  that  tobacco 
buyers,  who  in  the  past  might  have  purchased  these  tobaccos,  are  not 
buying  the  overgraded  tobacco  -  especially  in  the  face  of  a  glut  of  tobacco 
worldwide.   That  has  been  true  in  the  burley  markets  in  the  past  and  it  was 
true  this  year  in  the  flue  cured  markets. 
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Overall,  the  support  system  has  merit,  it  works  to  balance  needs  from 
year  to  year,  but  it  should  be  based  on  market  prices,  with  a  view  toward 
world  market  prices,  and  structured  within  the  reality  of  the  international 
laws  of  supply  and  demand,  not  just  U.S.  prices  and  not  simply  increased 
year  after  year. 

Tobacco  is  a  world  commodity.  We  must  all  learn  the  realities  of  this 
new  globally  competitive  marketplace. 

Regarding  the  issue  of  hundred  pound  bale  limits,  I  urge  such  limits 
not  only  be  placed  into  regulation  but  enforced  once  it  becomes  the 
standard..     There  are  a  number  of  reasons.    The  first  being  simply  the 
physical  labor  of  moving  such  bundles.    It  becomes  too  burdensome  when 
the  weight  reaches  beyond  a  hundred  pounds,  especially  in  light  of  eight  or 
even  ten  hour  days.    In  addition,  the  larger  bales  are  also  the  occasion  for 
mischief.    Nesting  becomes  easier.    Moisture  retention,  mildew  and  mold 
can  become  an  issue  in  the  larger  bales.   It  is  for  these  reasons  I  urge  the 
hundred  pound  bale  weight  limit  be  imposed.    I  emphasized  the  issue  of 
enforcement. 

Regarding  the  maximum  of  the  10-day  waiting  period,  we  would 
support  a  shorter  waiting  period  if  possible-.    Recognizing  the  pressure  it 
puts  on  the  warehouses,  we  prefer  the  period  of  time  for  weigh-in  be  as 
close  to  the  date-of-sale  as  possible  because  the  tobacco  often  can  gain  or 
lose  moisture  while  it  sits  on  the  floor.    It  has  been  the  experience  of  our 
buyers  that  too  often,  they  purchase  a  hundred  pound  bale  to  find  later  it  is 
five  or  ten  pounds  short  of  weigh  in.   The  shortening  of  the  10-day  period 
would  help  eliminate  that  problem.    I  should  also  like  to  add  that  as  buyers, 
we  urge  the  warehouses  to  follow-the  rules  of  good  lighting  and  spacing,  as 
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defined  by  the  Agricultural  Marketing  Service.   Such  service  will  help  insure 
fair  pricing,  improved  sales,  and  will  a!lov\/  for  the  realities  of  the 
nnarketplace. 

At  the  auction  house  we  must  work  to  improve  the  system,  better 
presentation,  realistic  grading;  we  must  work  to  insure  that  the  grower  gets 
a  fair  price,  and  that  the  buyer  also  get  what  he  is  paying  for. 

We  always  have  and  will  continue  to  support  the  action  system,  if  in 
fact  it  is  an  auction  system,  and  not  an  allocation  system,  and  in  this  age  of 
growing  competition,  I  urge  this  committee  to  encourage  the  Agricultural 
Marketing  Service  to  supervise  and  Improve  its  management  of  the  tobacco 
warehouse  marketing  system. 

In  closing,  I  would  urge  that  we  all  be  aware  of  the  reality  of  the 
competitive  marketplace.     It  behooves  us,  all  of  us,  to  realize  that  tobacco 
is  a  global  commodity  and  that  like  automobiles  or  computers,  we  must 
compete  in  a  world  market. 

Mr.  Chairman,  that  concludes  my  remarks  but  I  will  be  happy  to 
answer  any  questions.    Thank  you  for  your  attention. 
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September  28,  1993 


President  William  Jefferson  Clinton 
The  White  House 
Washington.  D.C.  20500 

Dear  President  Clinton: 

We  commend  you  for  stepping  forward  and  providing  the  much-needed  and  long-awaited 
leadership  to  overhaul  the  nation's  health  care  system.  We  agree  that  the  system's 
current  condition  warrants  extensive  examination  by  Congress.  Many  of  us  have  urged 
past  Administrations  to  undertake  the  effort  that  you  and  the  First  lady  have  started. 
The  six  guidelines  that  you  presented  on  Wednesday  night  -  security,  simplicity,  savings, 
choice,  quality  and  responsibility  -  are  fundamentals  embodied  In  legislation  that  many 
of  us  have  sponsored. 

We  believe,  however,  that  a  critical  element  Is  missing.  That  element  Is  "fairness." 
E^erience  dictates  that  support  of  the  plan  will  hinge  on  the  voters'  perception  that  the 
plan  Is  fair  for  all  Americans.  As  you  Indicated,  financing  the  plan  will  nefy  solely  upon 
two  sources  of  new  taxes:  an  Increased  tax  on  tobacco  products  and  a  surcharge  on 
large  corporations  who  choose  to  retain  their  existing  self-funded  health  care  plans. 
While  polls  show  that  support  exists  for  Increasing  tobacco  taxes,  we  are  certain  that 
those  polled  do  not  realize  the  tax  will  fall  disproportionately  on  people  who  live  in  on* 
region  of  the  country,  the  Southeast.  Be  assured  that  the  681 .000  people  engaged  In  the 
production,  manufacture,  and  sales  of  tobacco  products  who  live  in  our  states  and 
Congressional  districts  and  whose  livelihoods  are  being  Jeopardized  da  not  view  an 
unreasonable  tax  as  fair. 

Mr.  President  we  would  like  to  work  with  you  and  the  First  Lady  on  the  specifics  of  the 
plan  before  it  Is  sent  to  Capitol  Hill.  In  that  regard,  we  request  the  opportunity  to  meet 
with  you  as  soon  as  possible.  We  must  ensure  our  constituents  that  the  plan  Is  balanced 
and  equitably  financed. 
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With  kindest  regEirds,  we  are 


Sincerely  yours. 


Member  of  Congress 


c^^:^ 


Member  of  Congress     y    J 


Member  of  Congress 


Member  of  Congress 


Member  of  Congi'ess 
Member  of  Congress 
Member  of  Congress 


Member  ef  Congress 
Member  of  Congress 


ember  of  Co; 
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The  President 
Page  Three 
September  28.  1993 


With  kindest  regards,  we  are 


Sincerely  yours. 


Member  of  Congress 


Member  of  Confess 
Mesiber  of  Conifrcss 


Member  ofcongress 


Member  of  Congress 


Member  of  Congress 


Member  of  Congress 


Member  of  Congress 


Member  of  Congress 


Member  of  Congress 
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Bruce  L.  Flye 

President 

P.O.  Box  159 

BATTLEBORO.  N.  C 

November  24, 


27809 
1993 


Congressman  Charlie  Rose 

Chairman,  Subcommittee  on  Specialty  Crops 
Room  1301,  Longworth  Building 
Washington,  D.C.   20515 

Dear  Charlie: 

Thank  you  for  your  letter  and  the  column  out  of  the  November  14th 
WilmingtOH  Star  News.   It  is  evident  the  newspaper  did  not  do  their 
"homework",  or  they  would  have  known  the  whole  infrastructure  of  Eastern 
North  Carolina  would  "crack"  without  the  benefits  of  tobacco,  and  that  2.6 
million  jobs  throughout  the  United  States  are  related,  directly  or 
indirectly,  to  tobacco. 

Your  record  is  clear;  you  have  chosen  to  serve  the  "little"  man,  the  dirt 
farmer  being  only  one  of  many  entities  that  you  have  served  well  at  the 
expense  of  personal  financial  gain.   In  truth,  the  headline  should  have 
read:   "He  has  principles,  and  they're  not  for  sale." 

The  tobacco  farmers  have  much  to  be  thankful  for.   You  have  exposed  the 
crooked  dealings  of  some  companies  that  were  hurting  farmers;  the  73 
million  pound  sales  by  stabilization  last  November;  and,  more  importantly, 
the  tobacco  import  provisions  in  the  budget  reconciliation  bill. 

Charlie,  the  excise  tax  started  out  at  $2.00  per  pack.   The  President 
received  a  warm  enthusiastic  applause  when  he  said  to  Congress  the  excise 
tax  would  be  increased;  and  the  75%  of  the  people  (who  do  not  smoke)  could 
care  less  what  happens  to  tobacco,  and  now  the  proposed  tax  is  down  from 
S2.00  per  pack  to  S.75  per  pack. 

This  would  not  have  happened  without  your  influence  with  the  Congress  and 
your  apparent  good  relationship  with  the  President. 

Thanks  again  for  all  you  have  done  and  are  doing,  and  let  me  know  of 
anything  I  can  do. 


Sincerely, 
Bruce  Flye 
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